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EXPLANATORY  NOTES 

The  following  symbols  have  been  used  throughout  this  Bulletin  : 

. .  =  not  available  or  not  pertinent. 

—  ==  nil  or  negligible. 

*  =  estimate  by  the  secretariat  of  the  Economic  Commission  for  Europe. 

•  =  revised  figure. 

In  referring  to  combinations  of  years,  the  use  of  an  oblique  stroke — e.g.,  1956/57 
— signifies  a  12-month  period  (say  from  1  July  1956  to  30  June  1957).  The  use  of  a 
hyphen — e.g.,  1956-1957 — signifies  an  average  of  the  full  period  of  calendar  years 
covered  (including  the  end  years  indicated). 

Unless  otherwise  indicated,  the  standard  unit  of  weight  used  throughout  is  the 
metric  ton.  The  definition  of  “  billion  "  used  throughout  is  one  thousand  million. 
Minor  discrepancies  in  totals  and  percentages  are  due  to  rounding. 

In  general,  information  received  up  to  mid-November  1958  has  been  included  in  the 
Bulletin. 
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CURRENT  ECONOMIC  DEVELOPMENTS  IN  EUROPE 


1.  Output  and  Employment  in  Western  Europe 


By  the  middle  of  1958,  the  levelling-off  of  industrial 
production  had  spread  to  the  great  majority  of  western 
European  countries  and,  in  some  instances,  there  was 
even  a  downturn  (see  Table  1  and  Chart  1).  Industrial 
expansion  had  come  to  a  halt  earliest  in  the  United 
Kingdom  and  in  Denmark  —  which  were  the  first 
countries  to  adopt  in  1954/55  restrictive  policies  to 
restore  balance-of-payments  equilibrium  —  and  in 
both  of  them  industrial  production  has  recently  been 
running  below  the  level  of  the  previous  year.  Belgium 
followed  in  the  second  half  of  1956  as  the  result  of  a 


decline  in  exports,  and  in  Finland  the  programme  to 
restore  internal  stability  and  to  pave  the  way  for 
liberalization  had  its  impact  on  output  in  the  early  part 
of  1957.  The  expansion  of  output  came  to  a  stand¬ 
still  in  the  Netherlands,  Sweden  and  Norway  also 
early  in  1957. 

In  western  Germany  output  levelled  off  during  the 
first  three  quarters  of  1957,  but  a  rise  at  the  end  of  that 
year  has  brought  it  to  a  higher  level  in  1958.  In  Italy, 
Austria  and  France,  industrial  expansion  continued 
longest,  although  at  a  declining  rate;  and  industria 


Table  1 

Industrial  production  in  western  Europe 


Index  numbers  (1953=100),  seasonally  adjusted 


Country 

1955 

1956 

1957 

1957 

1958 

I 

II 

III 

IV 

I 

II 

III 

Austria . 

133 

138 

146 

142 

146 

146 

150 

150 

149 

151  a 

Belgium . 

116 

123 

123  * 

125 

124* 

117* 

123 

118 

111 

113 

Denmark . 

111 

113 

117 

119 

119 

115 

114 

118 

117 

116 

Finland . 

127 

130* 

131 

140 

130 

132 

122 

128 

121 

129  a 

France  . 

117 

129 

140 

141 

143 

146 

151 

156 

155 

152 

Western  Germany  .  . 

129 

139 

147 

146 

147 

146 

149 

151 

149 

150 

Italy . 

119 

128 

138 

136 

137 

139 

139 

139 

138 

140 

Netherlands . 

118 

123 

126 

129 

127 

126 

121 

124 

125 

127 

Norway . 

117 

122 

126 

124 

128 

128 

126 

119 

123 

123 

Sweden . 

111 

114 

119 

118 

119 

120 

120 

121 

119 

119 

United  Kingdom  .  .  . 

114 

113 

116 

113 

116 

117 

114 

114 

112 

113 

Yugoslavia . 

132 

146 

171 

158 

170 

169 

184 

182 

188 

178  a 

Total  of  countries  listed 

120 

126 

133 

132 

133 

134 

135 

136 

134 

135 

Sources :  OEEC  Statistical  Builetin  and  national  statistics. 


o  July-August. 


b  Figures  affected  by  strikes. 
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output  in  1958  has  so  far  still  exceeded  the  corre-  In  the  smaller  non-industrial  countries,  factors 
sponding  1957  level.  Output  has  been  stable  since  the  virtually  unconnected  with  the  business  cycle,  such 

third  quarter  of  1957  in  Italy,  and  since  the  fourth  as  rising  agricultural  incomes,  have  affected  the 

quarter  of  that  year  in  Austria;  and  in  France  the  course  of  industrial  production.  In  Greece,  the  up- 

deflationary  programme  adopted  towards  the  end  of  ward  course  has  been  resumed  this  year,  and  in  Spain 

1957  affected  industrial  production  in  the  second  expansion  has  continued  for  some  time,  while  in 

quarter  of  1958.  In  Switzerland,  as  far  as  can  be  judged  Ireland  there  was  an  upturn  towards  the  end  of  1957. 

from  employment  figures,^  there  has  been  a  decline  in  Continuing  industrial  growth  in  Turkey  has  been 

industrial  activity  since  the  middle  of  1957.  Only  in  stimulated  by  rising  public  and  private  investment 

Yugoslavia  has  industrial  production  continued  to  expenditures. 

expand  rapidly,  though  there  are  now  signs  of  a  slight  Stagnation  or  decline  of  output  has  recently  spread 
revival  in  the  Netherlands,  Austria  and  western  to  most  industrial  sectors;  but  the  depressed 

Germany.  conditions  of  the  coal  market  cannot  primarily  be 

_  attributed  to  the  slackening  of  economic  activity.  The 

» No  production  indices  are  published  for  Switzerland.  coal  market  has  been  affected  by  consumers’  stocking 
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1 

selected  western  European  countries 

‘^1  adjusted  for  seasonal  fluctuations 
scale 


58 


Industrial  production 

- 1  ■  Volume  of  exports 

.  Volume  of  imports 

The  vertical  broken  line  indicates  the  period 
wher;  the  first  definite  sign  of  a  change  in  the 
trend  of  industrial  production  appears. 

Source :  National  statistics. 


of  coal  during  the  Suez  crisis,  and  by  two  successive 
mild  winters.  In  spite  of  a  reduction  of  coal  imports 
from  the  United  States  from  45  million  tons  in  1957 
to  30  million  tons  estimated  for  1958,^  exceptionally 
large  pithead  stocks  have  been  accumulating,  and  are 
expected  to  approach  40  million  tons  by  the  end  of 
this  year.^  In  Europe  as  a  whole,  the  decline  in  final 


*  About  half  the  coal  imports  from  the  United  States  consists 
of  coking  coal,  whereas  pithead  stocks  accumulated  in  western 
Europe  are  made  up  mostly  of  steam-raising  qualities. 

*  Distributed  stocks  of  coal  are  at  present  also  at  a  high  level, 
and  exceed  that  of  the  same  period  of  the  previous  year  in  all 
the  major  consuming  countries  with  the  exception  of  the  United 
Kingdom.  In  a  number  of  countries  measures  have  been  taken 
to  encourage  consumers  —  in  particular  the  public  services  —  to 
maintain  their  stocks. 


demand  for  coal  has  so  far  been  reflected  more  in 
rising  stocks  than  in  falling  output,  but  in  Belgium, 
western  Germany  and  the  United  Kingdom  production 
has  been  curtailed.  Coal  prices  have  been  reduced 
in  Belgium  and  western  Germany,  and  the  latter 
country  has  repealed  the  general  licence  for  imports 
of  hard  coal  and  hard  coal  products  from  countries 
outside  the  European  Coal  and  Steel  Community. 
Apart  from  the  seasonal  revival  of  coal  consumption 
during  the  winter  months,  the  slackness  in  the  coal 
market  is  likely  to  continue  in  the  absence  of  a  general 
revival  of  economic  activity. 

While  there  is,  of  course,  a  serious  financing  pro¬ 
blem  involved  for  the  coal  industry,  the  maintenance 
of  production  in  spite  of  stock-building  may  be  con- 


Table  2 

Production  in  the  metal-using,  textiles  and  building  materials  industries 

Index  numbers ;  corresponding  period  of  previous  year=100 


1957 

1957 

1958 

I 

II 

III 

IV 

I 

II 

Austria  . 

Metal-using . 

102 

89 

103 

104 

111 

122 

107 

Textiles . 

104 

106 

105 

108 

98 

98 

93 

Building  materials . 

107 

128 

110 

99 

100 

78 

97 

Belgium . 

Metal-using . 

108 

100 

92 

99 

95 

90 

Textiles . 

103 

113 

113 

100 

89 

77 

71 

Building  materials . 

98 

111 

96 

94 

94 

92 

94 

Denmark . 

.  Metal-using . 

103 

106 

107 

101 

100 

100 

98 

Textiles . 

114 

130 

131 

107 

94 

89 

84 

Building  materials . 

99 

109 

101 

94 

96 

85 

86 

Finland . 

.  Metal-using . 

101 

128 

95 

96 

89 

89 

95 

Textiles . 

98 

137 

97 

85 

80 

74 

70 

Building  materials . 

98 

134 

100 

94 

78 

71 

78 

France . 

.  Metal-using . 

108 

108 

105 

106 

115 

116 

no 

Textiles . 

111 

118 

113 

105 

106 

106 

98 

Building  materials . 

112 

119 

112 

111 

106 

107 

107 

Western  Germany  .  . 

Metal-using . 

104 

105 

104 

102 

106 

107 

105 

Textiles . 

104 

110 

104 

102 

102 

95 

95 

Building  materials . 

100 

123 

96 

92 

98 

85 

99 

Italy . 

.  Metal-using . 

109 

112 

107 

107 

109 

104 

104 

Textiles . 

117 

115 

111 

99 

95 

92 

Building  materials . 

113 

103 

104 

109 

100 

107 

Netherlands . 

Metal-using . 

96 

102 

97 

99 

90 

95 

98 

Textiles . 

100 

102 

101 

100 

97 

93 

94 

Building  materials . 

106 

114 

106 

104 

103 

94 

91 

Norway . 

Metal-using . 

101 

104 

98 

103 

98 

99 

101 

Textiles . 

105 

116 

104 

108 

92 

83 

81 

Building  materials . 

102 

109 

98 

106 

98 

99 

105 

Sweden . 

Metal-using . 

103 

103 

104 

104 

98 

99 

98 

Textiles . 

103 

106 

107 

106 

100 

100 

93 

United  Kingdom  .  .  . 

Metal-using . 

102 

99 

103 

106 

105 

104 

100 

Textiles . 

101 

102 

101 

100 

96 

92 

87 

Building  materials . 

98 

98 

95 

96 

99 

98 

98 

Total  of  countries 

Metal-using . 

104 

104 

104 

104 

106 

106 

103 

listed — 

Textiles . 

105 

no 

107 

103 

99 

95 

91 

Building  materials . 

102 

113 

99 

97 

100 

93 

100 

Sources:  National  statistics.  “  July-August.  ^  July. 
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sidered  as  highly  desirable  since  manpower  can  thus  be 
retained  which  will  be  needed  again  when  the  longer- 
run  demand/supply  relations  in  the  coal  industry 
are  restored;  and  the  stocks  should  also  help  to  post¬ 
pone  the  reappearance  of  scarcities  once  economic 
expansion  is  resumed. 


Production  of  steel  in  western  Europe  has  declined 
by  3  per  cent  in  the  first  nine  months  of  1958  compared 
with  the  corresponding  period  in  1957,  whereas 
capacity  has  been  increasing.  There  were  considerable 
differences  among  countries,  the  largest  falls  occurring 
in  the  United  Kingdom  and  in  western  Germany.  In 
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general,  production  declined  more,  or  was  less  well 
maintained  than  consumption,  since  merchants  and 
consumers  began  to  draw  on  their  stocks  as  soon  as 
delivery  delays  became  shorter.  A  certain  recovery 
of  output  can,  therefore,  be  expected  once  stocks  have 
been  reduced  to  low  levels.  However,  export  demand 
is  likely  to  weaken  further,  the  motor-car  industry 
may  not  provide  quite  as  strong  a  support  to  flat  steel 
production  as  in  the  recent  past,  and  steel  demands  for 
shipbuilding  will  probably  not  increase  in  the  near 
future.  On  the  other  hand,  the  growth  of  building 
activity  in  many  countries  will  be  a  stimulating  factor 
for  other  sections  of  the  steel  industry. 

Whereas,  so  far,  investment  in  both  the  coal  and 
steel  industries  has  been  high  in  1958,  the  question 
of  scaling  down  investment  plans  is  being  raised  in 
the  United  Kingdom  and  western  Germany.  In  the 
light  of  the  long-term  needs  for  further  considerable 
expansion  of  the  two  industries,  any  curtailing  of 
investment  based  on  the  present  weak  market  situation 
would  be  highly  undesirable,  and  any  substantial 
delays  in  investment  plans  may,  in  time,  turn  out  to  be 
a  serious  obstacle  to  renewed  economic  expansion. 

The  situation  of  the  textile  industry  (see  Table  2) 
has  been  weakening  everywhere  for  over  a  year, 
although  to  varying  degrees  and,  except  for  a  certain 
seasonal  revival,  no  expansive  impulses  can  be  ex¬ 
pected  to  come  from  this  sector  of  demand.  Among 
other  consumer-goods  industries,  clothing  and  shoes 
are  also  confronted  with  a  declining  demand. 

The  levelling-off  of  investment  activity  in  most 
western  European  countries  has  contributed  to  the 
decline  of  output  in  the  metal-using  industries  since 
the  first  quarter  of  1958;  and  only  in  the  Netherlands 
and  western  Germany  has  an  upturn  occurred  in 
recent  months.  In  the  Netherlands,  the  sharp  decline 
in  investment  during  the  early  part  of  the  year  affected 
demand  for  imports  of  engineering  products  more 
than  demand  for  domestically  produced  goods,  and 
a  considerable  expansion  of  exports  supported 
domestic  output  in  this  sector.  However,  the  increase 
in  production  in  the  third  quarter  suggests  a  revival  of 
investment  activity.  In  western  Germany,  where 
output  in  the  metal-using  industries  has  been  main¬ 
tained  by  high  export  and  home  demand  for  motor¬ 
cars  and  by  a  high  home  demand  for  consumers’ 
durable  goods,  domestic  sales  of  mechanical  engineer¬ 
ing  products,  in  particular  machine  tools,  registered  a 
renewed  rapid  increase  in  the  second  quarter  of  1958, 
and  incoming  domestic  orders  for  machinery  also 
suggest  a  revival  of  investment.  By  contrast,  the  rate 
of  increase  in  the  output  of  motor-cars  in  the  United 
Kingdom,  recently  the  main  prop  of  the  metal-using 
industries  and,  indeed,  of  industrial  production  in 
general,  has  been  falling  off,  and  the  decline  at  the  end 
of  the  year  is  expected  to  be  greater  than  seasonal. 


On  the  other  hand,  the  course  of  production  of 
building  materials  has  recently  begun  to  reflect  a 
revival  of  building  activity  in  a  number  of  countries  * 
and,  as  will  be  shown  below,  the  upward  trend  seems 
likely  to  continue. 

The  situation  on  the  labour  market  reflects  rather 
closely  the  recent  developments  in  industrial  pro¬ 
duction  (see  Table  3).  The  rise  in  industrial  employ¬ 
ment  has  come  to  a  standstill  in  Austria,  France  and 
western  Germany,  the  countries  where  industrial 
expansion  continued  longest,  and  everywhere  else 
the  number  of  workers  employed  has  declined  despite 
a  general  shortening  of  the  official  working  week. 
In  western  Germany,  however,  the  slight  fall  in  in¬ 
dustrial  employment  was  offset  by  an  increase  in  the 
numbers  employed  in  building  and  services. 

Unemployment  has  risen  substantially  in  relative 
terms  in  Belgium,  Finland,  Norway,  the  Netherlands 
and  the  United  Kingdom;  but  only  in  Finland  has  it 
reached  considerable  dimensions,  and  only  there  are 
the  winter’s  prospects  causing  serious  concern. 
Special  steps  are  being  taken  in  Finland  to  ward  off 
an  unemployment  crisis  and,  in  Norway  also,  measures 
are  being  adopted  to  prevent  winter  unemployment 
from  rising  above  last  winter’s  level.  In  the  United 
Kingdom,  unemployment  is  the  highest  since  the  1952 
peak,  and  the  numbers  on  short-time  work  have 
also  increased  very  substantially.  Employment  has, 
however,  declined  very  much  less  than  industrial 
production,  which  suggests  that  hoarding  of  workers 
continues  despite  the  prolonged  stagnation  of  output 

Agricultural  Output 

After  the  unfavourable  weather  conditions  towards 
the  end  of  the  summer,  previous  harvest  estimates 
had  to  be  revised  downwards,  and  in  most  countries 
crops  are  probably  somewhat  below  the  1957  level. 
However,  in  two  of  the  southern  European  countries, 
Italy  and  Turkey,  1958  was  a  favourable  agricultural 
year,  mainly  because  of  the  excellent  wheat  crop  which 
exceeded  that  of  1957  by  12  per  cent  in  the  former 
country  and  by  14  per  cent  in  the  latter.  In  Spain, 
Portugal  and  Yugoslavia  wheat  crops  were  lower 
than  last  year  and  in  Yugoslavia  the  decline  of  15  per 
cent  creates  a  need  for  increased  imports  which 
intensifies  balance-of-payments  problems.  A  sharp 
decline  in  wheat  production,  by  about  13  per  cent,  is 
also  reported  for  France.  Only  minor  changes  in  the 
production  of  wheat  and  other  cereals  occurred  in 
other  western  European  countries. 

The  imbalance  between  supply  and  demand  in 


*  In  the  Netherlands,  the  output  of  building  materials  did  not 
increase,  in  spite  of  a  considerable  improvement  in  building 
activity,  because  substantial  stocks  had  b^n  built  up  during  the 
earlier  construction  recession. 
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Table  3 

Employment  and  hours  worked  in  western  European  industry 

Index  numbers  (average  1953=100) 


1955 

1 

1956 

1957 

1958 

I 

11 

III 

IV 

I 

II 

III 

Austria . 

Employment . 

n 

119 

119 

120 

123 

124 

121 

121 

122 

Working  week  .... 

IH 

106 

105 

105 

103 

105 

106 

Man-hours  worked  .  . 

IB 

125 

123 

127 

129 

129 

125 

127 

129 

Belgium . 

Employment . 

102 

105 

105 

105 

104 

102 

Denmark . 

Man-hours  worked  .  . 

103 

108 

96 

105 

104 

105 

95 

Finland . 

Employment . 

106 

104 

108 

103 

99 

99 

101 

Working  week  .... 

100 

101 

93 

97 

97 

94 

95 

Man-hours  worked  .  . 

106 

107 

105 

101 

100 

97 

94 

96 

France  . 

Employment . 

101 

105 

106 

107 

107 

108 

107 

107 

Working  week  .... 

101 

103 

104 

104 

103 

103 

102 

101 

Man-hours  worked  .  . 

102 

108 

110 

111 

111 

111 

109 

108 

Western  Germany 

Employment . 

114 

121 

121 

124 

126 

126 

123 

125 

125 

Working  week  .... 

100 

98 

95 

93 

92 

93 

92 

90 

91 

Man-hours  worked  .  . 

115 

119 

115 

115 

116 

117 

113 

112 

114 

Italy . 

Employment . 

102 

103 

106 

108 

105 

102 

Working  week  .... 

100 

99 

103 

101 

96 

99 

100 

Man-hours  worked  .  . 

102 

106 

107 

104 

105 

102 

Netherlands  .  .  . 

Employment . 

106 

109 

109 

110 

108 

106 

106 

Norway . 

Employment . 

104 

104 

106 

106 

105 

102 

103 

103  « 

Sweden . 

Employment . 

103 

103 

104 

105 

104 

102 

102 

102 

Switzerland  .  .  . 

Employment . 

106 

111 

114 

117 

118 

117 

116 

115 

113 

Working  week  .... 

100 

mum 

99 

99 

99 

99 

98 

98 

Man-hours  worked  .  . 

106 

111 

114 

116 

117 

116 

114 

113 

111 

United  Kingdom 

Employment . 

105 

106 

105 

104 

103 

Working  week  .... 

101 

100 

100 

99 

99 

Man-hours  worked  .  . 

106 

106 

105 

103 

102 

Sources :  National  statistics.  Notf.  —  Industry  generally  includes  mining,  manufacturing  and  public 

utilities.  Where  man-hours  worked  are  not  directly  available  from  national 
statistics,  they  have  been  derived  by  multiplying  index  numbers  of  employment 
by  those  of  the  length  of  the  worldng  week. 


the  butter  market  has  been  somewhat  reduced  in 
recent  months,  partly  by  the  adoption  of  a  more 
elastic  price  policy  on  the  part  of  the  exporting 
countries  and  partly  because  of  a  seasonal  reduction 
of  production.  One  of  the  supports  came  from  the 
expansion  of  imports  into  the  United  Kingdom  —  the 
major  butter  importer  in  Europe  —  where  lower  prices 
stimulated  consumption.  In  the  first  nine  months  of 
1958,  butter  imports  into  the  United  Kingdom  in¬ 
creased  in  volume  by  25  per  cent,  but  in  value  only 
by  2  per  cent.  At  the  same  time,  production  in  the 


major  exporting  countries  was  adjusted  downwards 
through  lower  support  prices  and  other  disincentive 
measures  adopted  by  governments,  while  another 
factor  may  have  been  a  switch  to  cheese  production. 
Milk  production  declined  in  the  four  northern  Euro¬ 
pean  countries  during  the  first  three  quarters  of  1958, 
but  continued  to  increase  in  other  countries  where 
milk  normally  goes  mainly  into  domestic  consumption; 
and  in  this  latter  group,  although  consumption 
increased,  a  further  accumulation  of  butter  stocks 
could  not  be  avoided. 
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Table  4 

Prices  and  wages  in  selected  European  countries 

Index  numbers  (average  1955  =  1(X)) 


1956 

1957 

1958 

Dec. 

March 

June 

Sept. 

Dec. 

March 

June 

Sept. 

Austria . 

Wholesale  prices  .  . 

104.5 

104.2 

102.5 

101.4 

Consumers’  prices  .  . 

105.5 

105.7 

103.2 

106.5 

107.5 

111.1 

109.9 

106.9 

Hourly  earnings  .  .  . 

108.1 

110.4 

112.4 

115.4 

115.6 

113.8 

Belgium . 

Wholesale  prices  .  . 

106.3 

105.9 

105.9 

105.9 

105.5 

1 

Consumers'  prices  .  . 

104.7 

105.1 

105.7 

106.6 

107.7 

107.6 

107.2 

Hourly  earnings  .  .  . 

113.6 

115.9 

119.1 

118.7 

122.5 

121.7 

123.4 

Denmark . 

Wholesale  prices  .  . 

105.0 

104.0 

104.0 

103.0 

102.0 

102.0 

Consumers’  prices  .  . 

106.7 

105.3 

106.8 

106.4 

107.1 

107.2 

108.4 

Hourly  earnings  .  .  . 

111.5 

110.8 

117.0 

112.1 

115.7 

Finland . 

Wholesale  prices  .  . 

108.7 

110.3 

112.1 

114.5 

123.7 

124.7 

124.5 

121.6 

Consumers’  prices  .  . 

118.0 

120.0 

122.0 

126.0 

128.0 

132.0 

Hourly  earnings  .  .  . 

115.3 

115.3 

117.1 

118.0 

118.9 

118.9 

123.4 

France  . 

Wholesale  prices  .  . 

106.3 

105.8 

107.7 

110.8 

121.1 

122.6 

123.7 

122.5 

Consumers’  prices  .  . 

102.2 

101.7 

102.8 

106.1 

112.6 

119.3 

121.0 

122.1 

' 

Hourly  earnings  .  .  . 

111.6 

113.3 

116.1 

119.6 

124.2 

131.9 

132.9 

Western  Germany 

Wholesale  prices  .  . 

104.2 

104.2 

104.2 

104.2 

105.0 

Mm 

105.0 

Consumers’  prices  .  . 

103.6 

103.6 

104.5 

105.5 

107.3 

107.3 

Hourly  earnings  .  .  . 

112.1 

115.5 

119.3 

120.7 

122.1 

127.5 

128.7 

Italy . 

Wholesale  prices  .  . 

104.2 

102.8 

102.2 

102.3 

102.8 

100.3 

Consumers’  prices  .  . 

105.0 

105.6 

106.1 

107.4 

109.6 

114.1 

113.0 

Hourly  earnings  .  .  . 

110.4 

108.0 

109.8 

109.4 

113.4 

112.6 

Netherlands  .  .  . 

Wholesale  prices  .  . 

105.1 

104.4 

105.1 

104.4 

104.4 

Consumers’  prices  .  . 

103.8 

103.8 

108.5 

112.3 

111.3 

111.3 

112.3 

Hourly  earnings  .  . 

106.0 

112.6 

113.2 

117,9 

117.9 

117.9 

121.9 

121.9 

Norway  .... 

Wholesale  prices  .  . 

107.8 

108.7 

108.7 

107.8 

107.8 

■^1 

Consumers’  prices  .  . 

104.9 

106.3 

107.0 

106.3 

107.0 

111.9 

Hourly  earnings  .  .  . 

112.4 

110.3 

120.2 

112.4 

115.6 

114.9 

123.4 

Sweden  .... 

.  Wholesale  prices  .  . 

106.5 

106.5 

106.5 

105.8 

105.8 

■SI 

103.6 

Consumers’  prices  .  . 

106.8 

107.5 

109.0 

109.8 

111.3 

113.5 

114.3 

114.3 

Hourly  earnings  .  .  . 

110.7 

111.3 

115.1 

114.9 

116.7 

119.6 

121.6 

120.6 

Switzerland  .  .  . 

Wholesale  prices  .  . 

104.6 

103.6 

105.2 

103.6 

103.4 

100.0 

Consumers’  prices  .  . 

102.8 

102.1 

103.2 

104.2 

104.9 

106.0 

Hourly  earnings  .  .  . 

104.1 

105.2 

105.5 

105.9 

106.8 

109.3 

United  Kingdom  . 

.  Wholesale  prices  .  . 

105.8 

106.5 

107.4 

109.1 

109.8 

109.5 

Consumers’  prices  .  . 

106.3 

107.0 

108.7 

109.1 

111.3 

111.5 

113.3 

111.5 

Hourly  earnings  .  .  . 

109.2 

110.0 

114.0 

114.9 

115.2 

115.6 

116.2 

117.0 

Sources :  National  statistics, 
o  Revised  series. 


Wages  and  Prices 

The  increase  in  money  earnings  has  slowed  down 
this  year  in  those  countries  where  the  demand  for 
labour  had  been  weakening  for  some  time  —  Belgium, 


Non.  —  Hourly  earnings  in  general  refer  to  manufacturing  industry  (i.e., 
excluding  mining  and  building).  For  France,  Netherlands,  Switzerland  and 
the  United  Kingdom,  the  data  refer  to  wage  rates. 


Denmark,  Sweden  and  the  United  Kingdom  (see 
Table  4)  —  and  in  Finland  the  agreement  by  the  trade 
unions  to  forgo  one-third  of  the  compensation  resulting 
from  the  devaluation  in  September  1957  contributed  to 
the  stabilization  of  money  earnings.  The  slowing  down 


L 


or  ending  of  price  increases  for  consumers’  goods 
must  also  have  had  an  effect  on  wage  movements, 
particularly  in  countries  with  an  index  clause.  In 
other  countries,  the  rise  in  money  earnings,  although 
still  substantial  when  compared  with  the  1957  level, 
slowed  down  or  ceased  in  1958. 

Available  information  on  wage  claims  for  the  period 
ahead  suggests  that  trade  union  policies  have  become 
more  moderate.  In  the  United  Kingdom,  the  pattern 
of  wage  awards  during  the  year  has  now  been  estab¬ 
lished  at  about  4  per  cent,  or  definitely  less  than 
past  increases.  In  western  Germany  few  new  wage 
agreements  have  been  concluded  in  recent  months, 
since  it  is  only  at  the  end  of  the  year  that  a  large  number 
of  important  agreements  will  expire.  Wage  increases 
granted  in  recent  months  were  about  the  same  as  in 
the  first  half  of  1958  and  considerably  less  than  in  the 
course  of  1957.  However,  in  a  number  of  countries 
trade  union  demands  now  take  increasingly  the  form 
of  reduced  working  time  with  wage  compensation 
and  fringe  benefits  such  as  holiday  bonuses,  and  if 
they  are  conceded,  wage  costs  will  be  raised. 

In  Norway  the  index-tie  is  likely  to  raise  wage  rates 
further  because  of  new  reductions  of  subsidies,  and 
in  Sweden  the  increase  in  food  prices  which  will 
result  from  the  re-negotiation  of  agricultural  prices 
will  produce  new  claims  for  higher  wages. 

2.  Western  European 

The  foreign  trade  of  western  Europe  as  a  whole  has 
continued  to  show  a  remarkable  stability  of  both 
export  and  import  volumes.  On  the  basis  of  figures 
available  so  far,  the  current  values  of  total  western 
European  exports  during  the  third  quarter  of  1958 
were  probably  at  the  same  level  as  in  the  two  pre¬ 
ceding  quarters.  This  would  represent  a  decline  of 
barely  2  per  cent  below  the  level  of  the  same  period 
in  1957  but,  since  the  decline  in  export  unit  values  also 
approached  2  per  cent,  there  appears  to  have  been  no 
fall  in  the  total  volume  of  exports,®  though  exports  to 
countries  outside  western  Europe  were  probably 
somewhat  higher  and  intra-trade  about  2  per  cent 
lower  than  in  the  same  months  of  the  previous  year. 
Imports  from  outside  western  Europe  ’  have  declined 
quite  substantially  in  current  values  —  by  more  than 
10  per  cent  —  mainly  on  account  of  lower  prices  for 
most  raw  materials,  but  also  reflecting  lower  freight 

*  Export  unit  values  have  remained  stable  in  some  major  ex¬ 
porting  countries,  while  they  declined  somewhat  in  most  other 
countries  —  such  as  Belgium,  Austria,  Norway  and  Sweden  — 
where  crude  materials  and  semi-manufactures  constitute  a  size¬ 
able  proportion  of  total  exports. 

’  Thereafter,  the  term  “  overseas  exports  ”  (or  imports)  is 
used  to  denote  exports  to  (or  imports  from)  the  world  outside 
western  Europe. 


Consumers’,  prices  have  begun  recently  to  show  the 
effects  of  the  weakening  of  wholesale  prices,  and  have 
either  become  stable  or  shown  a  slightly  declining 
tendency.  Such  increases  as  did  occur  in  consumers’ 
prices  in  the  course  of  1958  were  in  part  the  outcome 
of  special  factors  —  such  as  the  reduction  of  subsidies 
in  Norway,  the  raising  of  some  food  prices  and  taxes 
in  Sweden  and  the  devaluation  and  the  reduction  of 
subsidies  in  Finland  —  but  some  influence  of  past  or 
continuing  wage  increases  persisted  also.  In  Italy 
and  in  Spain,  the  continued  rapid  increase  in  con¬ 
sumers’  prices  was  mainly  due  to  the  food  component 
in  the  cost-of-living  index,  and  the  same  applies  to 
the  United  Kingdom.® 

Even  though  raw  materials  constitute  only  a  small 
part  of  the  cost  of  finished  manufactures,  the  decline 
in  raw  material  prices  should,  with  a  time-lag,  further 
affect  prices  of  industrial  consumer-goods.  This, 
together  with  the  slowing  down  of  wage  increases 
and  the  levelling-off  of  demand  for  some  consumers’ 
goods,  with  a  consequent  squeezing  of  profit  margins, 
should  make  for  stable  and  probably  even  declining 
levels  of  consumers’  prices  in  many  western  European 
countries. 

®  The  largely  seasonal  rise  in  food  prices  accounted  for  2  per 
cent  of  the  increase  by  2.9  per  cent  in  the  general  index  of  retail 
prices  between  October  1957  and  June  1958,  housing  being 
responsible  for  0.7  per  cent  and  other  items  for  only  0.2  per  cent. 

Trade  and  Payments 

rates:  in  volume  they  were  probably  about  as  high  in 
the  third  quarter  as  in  the  same  months  of  last  year. 

Production  and  Exports 

It  has  been  stated  in  previous  Bulletins  that  the 
tapering  off  of  industrial  production  in  western 
Europe  as  a  whole  has  been  closely  associated  with 
the  weakening  of  export  demand;  and,  indeed, 
industrial  output  and  overseas  exports  followed  a 
parallel  course  during  1957  with  exports  slightly 
preceding  the  end  of  the  expansion  in  production. 
This  parallel  movement  has  continued  during  recent 
months.  However,  though  total  export  demand  no 
longer  has  an  expansive  effect  on  economic  activity, 
neither  has  it  so  far  been  a  depressing  factor. 

Moreover,  the  global  approach  tends  to  conceal 
the  divergent  movements  of  production,  exports  and 
imports  among  the  various  countries  and  among 
commodity  sectors  within  individual  countries.  As 
has  been  shown  in  Chart  1,  in  Austria,  France, 
Norway,  Sweden  and  the  United  Kingdom,  total 
exports  expanded  less  or  declined  more  than  industrial 
production  between  the  first  half  of  1957  and  the  same 
period  of  1958,  whereas  foreign  demand  was  better 
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maintained  than  domestic  demand  in  Denmark  and 
the  Netherlands,  and  in  western  Germany  the  two 
series  showed  a  parallel  movement. 

Within  each  country,  the  export  behaviour  of  the 
major  commodity  groups  has  shown  wide  differences. 
In  all  the  countries  listed  in  Table  5,  raw  materials, 
base  metals  and  textiles  were  most  affected  by  the 
decline  in  export  demand,  whereas  exports  of  engineer¬ 
ing  products  and  transport  equipment  continued  to 
expand  vigourously  and  exports  of  food  products  and 
chemicals  hardly  changed  at  all. 

The  metal-using  industry  appears  the  most  out¬ 
standing  case  of  exports  offering  a  support  to  domestic 
production  rather  than  having  contributed  to  depress 
it.  The  countries  listed  —  except  Austria  and  Nor¬ 
way  —  increased  their  exports  of  enginering  products 
and  transport  equipment,  both  in  value  and  in  volume, 
and  the  increase  in  export  values  was  rather  substantial, 
ranging  from  2  per  cent  in  the  United  Kingdom,  to 
6  per  cent  in  Switzerland  and  Belgium,  10  per  cent  in 
western  Germany,  13  per  cent  in  Denmark,  17  per 
cent  in  Italy  and  20  per  cent  in  the  Netherlands  for  the 
two  commodity  groups  considered  jointly.  Production, 
on  the  other  hand,  either  remained  stationary  or 
declined,  France  being  the  main  exception  (see  Table  2). 

In  the  case  of  the  textile  industry  it  is  difficult  to 
isolate  the  effects  of  internal  and  of  export  demand, 
which  both  suffered  marked  setbacks  in  most  countries 
in  the  first  half  of  1958  as  compared  with  the  corre¬ 
sponding  period  of  the  previous  year.  However,  among 
the  major  exporters  the  dampening  effect  of  export 
demand  is  clear  in  France,  while  the  opposite  is  true 
for  the  Netherlands,  where  exports  continued  to 
expand.  In  Italy,  Belgium,  and  —  as  far  as  can  be 
judged  —  also  in  Switzerland,  the  percentage  decline 
in  the  value  and  probably  also  the  volume  of  exports 
appears  to  have  been  smaller  than  the  drop  in  pro¬ 
duction. 

The  situation  is  different  again  in  the  field  of  chemi¬ 
cals,  where  production  continued  to  grow  at  a  rather 
high,  though  slower,  rate  in  most  countries  in  the  first 
half  of  1958.  For  the  group  of  countries  listed  in 
Table  5,  the  increase  in  production  was  of  the  order 
of  7  per  cent,  while  there  was  no  increase  in  the 
value  of  exports.®  Among  the  major  producers,  the 
expansion  of  production  came  to  a  standstill  only  in 
the  United  Kingdom,  partly  under  the  impact  of 
declining  foreign  demand.  The  value  of  exports 
declined  in  Austria  and  Switzerland  also,  and  remained 
stable  in  France,  whereas  production  continued  to 
rise  in  all  three  countries.  In  other  countries  both 
exports  and  production  continued  their  expansion, 
though  the  former  generally  more  slowly  than  the  lat- 

“  While  the  volume  of  exports  increased  in  France,  western 
Germany,  the  Netherlands,  Belgium  and  Italy,  it  declined  by 
about  3  per  cent  in  the  United  Kingdom. 


ter,  Belgium  being  an  exception  mainly  on  account  of 
larger  export  deliveries  of  fertilizers.  Since  during 
recent  years  the  growth  of  exports  has  tended  to 
exceed  that  of  production,  it  appears  justified  to 
ascribe  the  slowing  down  which  took  place  in  the 
production  of  most  western  European  countries 
during  1958,  at  least  in  part,  to  the  weakening  of 
export  demand.  However,  the  growth  of  production 
has,  so  far,  slowed  down  only  moderately  and  a  study 
recently  made  by  the  OEEC®  seems  to  confirm  that 
the  general  stabilization  of  industrial  production  has 
had  only  minor  repercussions  on  the  chemical  industry 
owing,  especially,  to  the  continuous  development  of 
petro-chemicals  and  plastic  materials.  The  lower  level 
of  intra-European  trade  in  chemicals  may  be,  in  part, 
the  consequence  not  so  much  of  reduced  consumption 
but  of  the  still  rapidly  increasing  productive  capacity 
in  various  countries. 


From  Tables  6  and  7  it  appears  that  overseas  exports 
of  most  western  European  countries  declined  less,  or 
expanded  more,  than  intra-western  European  trade 
between  the  first  half  of  1957  and  the  same  period  in 
1958.  This  was,  in  particular,  the  case  in  the  United 
Kingdom,  France,  western  Germany,  Belgium  and 
Italy.  The  Netherlands  and  Denmark,  even,  succeeded 
in  considerably  expanding  their  exports  to  overseas. 
At  the  same  time,  their  exports  to  other  western 
European  countries  increased  still  more. 

The  fears  of  a  sharp  decline  in  overseas  exports  due, 
on  the  one  hand,  to  the  American  recession  and,  on 
the  other  (and  partly  connected  with  it),  to  the  reduced 
purchasing  power  over  imports  of  countries  exporting 
primary  products  have,  so  far,  not  materialized.  As 
can  be  seen  from  Table  6,  exports  to  the  United  States 
have  been  about  equal  in  value  in  the  first  half  of 
1958  to  those  in  the  first  half  of  1957,  and  probably 
slightly  greater  in  volume;  according  to  partial  data, 
they  appear  to  have  been  maintained  also  in  the  third 
quarter  of  1958.  There  may,  however,  be  a  decline 
in  the  fourth  quarter,  compared  with  the  corresponding 
months  in  1957,  since  an  increase  such  as  that  which 
occurred  from  the  third  to  the  fourth  quarter  of  1957 
is  not  to  be  expected  at  present. 

One  possible  explanation  of  the  sustained  level  of 
western  European  exports  to  the  United  States  is  the 
fact  that  about  three-quarters  of  those  exports  consist 
of  consumers’  goods  and  that  consumer  incomes  in 
the  United  States  were  well  maintained  in  spite  of  the 
drastic  fall  in  industrial  output  and  employment  during 
the  recession.  At  the  same  time  western  European 
exports  of  motor-cars  continued  to  rise  rapidly  on 
account  of  the  recent  preference  in  the  United  States 


Overseas  Exports 


The  Chemical  Industry  in  Europe,  5th  year,  OEEC,  Paris. 
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Table  6 

Trade  of  OEEC  member  countries  and  the  United  States  with  overseas  markets 


Millions  of  dollars  at  current  prices,  and  corresporuiing  iruiex  numbers 


Origin  or  destination 

j 

1953 

1954 

1955 

1956 

1957 

January  to  June  “ 

1957 

1958 

OEEC  member  countries 

Imports  from  overseas  excluding 

North  America . 

Million  dollars  c.i.f. 

12  073 

12  573 

13  482 

14  378 

15  289 

16044 

14  552 

Index 

100 

104 

112 

119 

127 

133 

121 

Imports  from  the  United  States  . 

Million  dollars  c.i.f. 

2  971 

3  307 

4  506 

5  329 

6  454 

7  105 

4  973 

Index 

100 

111 

152 

179 

217 

239 

167 

Exports  to  overseas  excluding 

North  America . 

Million  dollars  f.o.b. 

9  763 

10  651 

11  437 

12  062 

13  441 

13  339 

13  209 

Index 

100 

109 

117 

124 

138 

137 

135 

Exports  to  the  United  States  .  . 

Million  dollars  f.o.b. 

2  096 

1  842 

2198 

2  698 

2  826 

2  791 

2  796 

Index 

100 

88 

105 

129 

135 

133 

133 

United  States 

Imports  from  overseas  excluding 

Europe  and  Canada . 

Million  dollars  f.o.b. 

6  139 

5  762 

6  246 

6  692 

6  934 

6  957 

6  940 

Index 

100 

94 

102 

109 

113 

113 

113 

Exports  to  overseas  excluding 

Europe  and  Canada . 

Million  dollars  f.o.b. 

9  843 

8  923 

8  130 

9  835 

11328 

11  290 

9  925 

Index 

100 

91 

83 

100 

115 

115 

101 

Percentage  share  of  OEEC  member  countries  in  combined  trade  of  OEEC  member  countries 

and  the  United  States  with  overseas  markets  ^ 

Imports  into  OEEC  member  countries . 

66.3 

68.6 

68.3 

68.2 

68.8 

69.8 

67.7 

Exports  from  OEEC  member  countries  . 

49.8 

54.4 

58.5 

55.1 

54.3 

54.2 

57.1 

Source:  Foreign  Trade,  OEEC  Statistical  Bulletin.  Series  I. 
o  Annual  rate. 
b  Excluding  North  America. 


for  small  motor-cars.  Further,  the  slow  but  con¬ 
tinuous  progress  towards  a  more  liberal  trade  policy 
in  post-war  years  and  efforts  made  by  western  Euro¬ 
pean  exporters  to  promote  sales  to  the  United  States 
may  have  benefited  western  European  exports  to  a 
larger  extent  during  the  present  than  during  previous 
recessions.  Prospects  for  a  renewed  expansion  of 
western  European  exports  to  the  United  States  depend, 
of  course,  on  the  speed  and  extent  of  the  recovery  of 
economic  activity  in  that  country. 

As  can  be  seen  from  Table  6,  western  European 
exports  towards  primary-exporting  countries  were 
maintained  fairly  well,  whereas  exports  from  the 
United  States  declined  by  14  per  cent  in  the  first  half 
of  1958  compared  with  the  corresponding  period  of 
1957.  This  was,  in  part,  due  to  the  continuation  of  a 
longer-term  shift  back  to  western  Europe  as  a  source 
of  supply,  which  has  been  evident  in  recent  years. 

Western  Europe’s  exports  to  primary-exporting 


countries  may,  however,  fall  somewhat  as  the  impact 
of  the  decline  in  their  import  capacity,  and  of  import 
restrictions  imposed  by  some  of  them  following  the 
depletion  of  their  foreign  exchange  reserves,  makes 
itself  felt.  The  decline  in  the  foreign  exchange  reserves 
of  those  countries  as  a  group  began  in  the  third  quarter 
of  1957,  and  has  continued  at  a  rather  constant  rate  of 
$400  million  to  $500  million  each  quarter,  reducing 
them  to  a  total  estimated  at  a  little  below  $8  billion  at 
the  end  of  June  1958.^® 

The  problem  of  the  international  liquidity  of  the 
overseas  primary-exporting  countries  is  now  at  the 
forefront  of  international  economic  preoccupations, 
and  it  has  received  special  consideration  at  recent 
conferences  held  in  Montreal  and  New  Delhi.  But, 
while  at  the  Commonwealth  Conference  in  Montreal 
some  new  measures  taking  immediate  effect  were 

International  Hnancial  Statistics,  International  Monetary 
Fund. 


announced, “  the  various  schemes  to  be  worked  out 
as  a  result  of  the  New  Delhi  conference,  including  the 
increase  in  the  resources  of  the  International  Bank 
for  Reconstruction  and  Development  and  the  raising 
of  members’  quotas  in  the  International  Monetary 
Fund,  are  in  the  nature  of  longer-term  measures  and 
they  will  not  be  implemented  in  time  to  support  a 
renewed  expansion  of  western  Europe’s  overseas 
exports  in  the  near  future.  For  the  moment,  the  main 
instrument  for  the  support  of  overseas  exports  is  the 
financial  aid  and  export  financing  provided  by  North 
America  and  by  individual  countries  of  western 
Europe. 

On  the  basis  of  available  evidence  it  is  not  possible 
to  arrive  at  even  a  rough  evaluation  of  the  financial 
resources  recently  supplied  to  primary-exporting 
countries.  The  outflow  of  American  private  and  govern¬ 
ment  capital  was  lower  by  20  per  cent  in  the  first  half 
of  1958  than  in  the  corresponding  period  of  1957, 
when  it  reached  an  amount  exceeding  $3  billion. 
Western  Europe  and  Latin  America  had  to  bear  the 
brunt  of  the  reduction,  whereas  the  amounts  received 
by  primary-exporting  countries  other  than  Latin 
America  have  remained  at  about  the  same  level. 
Capital  exports  from  western  Germany  are  reported 
to  have  increased  somewhat  this  year  from  DM  1,670 
million  in  the  period  January- August  1957  to 
DM  1,897  million  in  the  same  period  of  1958,^^  but 
no  geographical  break-down  is  available.  With  the 
controls  on  capital  exports  virtually  dismantled  and 
with  the  continued  easing  of  conditions  on  the  capital 
market,  one  may  expect  exports  of  west  German 
capital  to  increase  further.  The  raising,  by  DM 
1  billion,  of  the  ceiling  for  guarantees  given  by  the 
“Hermes”  to  export  credits  abroad  will  make  another 

‘‘  The  main  measures  announced  by  the  British  Government 
at  the  Commonwealth  Conference  are  as  follows:  (a)  inde¬ 
pendent  countries  will  be  offered  credits  under  the  Export 
Credits  Guarantees  Act  at  the  credit  rate  of  the  United  Kingdom 
Government,  plus  one-quarter  of  1  per  cent ;  (b)  legislation  will 
be  introduced  to  provide  exchequer  loans  to  the  colonies  at  the 
same  rate;  (c)  other  Commonwealth  governments  have  been 
invited  to  contribute  towards  the  Commonwealth  Development 
Finance  Company;  (d)  development  boards  and  similar  sub¬ 
ordinate  authorities  in  the  Commonwealth  and  the  colonies 
will  be  allowed  freer  access  to  the  London  capital  market.  The 
conference  agreed  that  all  possible  steps  should  be  taken  to 
encourage  the  participation  of  private  capital  in  fostering  the 
economic  growth  of  underdeveloped  countries.  These  measures 
may  lead  to  increased  capital  lending  to  overseas  countries, 
particularly  if  development  projects  in  them  can  be  accelerated, 
but  they  appear  principally  to  involve  a  reorganization  of 
capital-market  machinery.  They  should,  however,  help  to  over¬ 
come  some  of  the  difficulties  of  the  newer  independent  countries, 
whose  credit  standing  had  not  yet  been  established.  In  addition, 
Canada  announced  an  increase  from  $35  million  to  $50  million 
in  its  annual  contribution  to  the  Colombo  Plan  over  the  next 
three  years  and  declared  that  it  will  continue  to  provide  sub¬ 
stantial  sums  to  under-developed  countries  in  the  form  of  loans 
and  grants  for  Canadian  wheat  and  flour  (see  Board  of  Trade 
Journal,  Vol.  175,  No.  3218,  3  October  1958). 

**  See  Monatsberichte  der  Deutschen  Bundesbank,  September 
1958. 


contribution.  Capital  exports  from  the  United  King¬ 
dom  in  the  first  half  of  1958  were  considerably  below 
the  level  in  the  same  period  of  1957.^®  The  flow  of 
French  public  funds  to  dependent  overseas  territories 
was  increased  rapidly  in  1958,  but  is  mainly  accounted 
for  by  civil  and  military  expenditure.  The  loans 
granted  by  the  International  Bank  for  Reconstruction 
and  Development  in  the  financial  year  1957/58 
amounted  to  $711  million  as  against  $388  million 
granted  in  the  previous  year.  India  obtained  loans 
from  various  countries  totalling  $530  million  in 
August  1958,  but  these  are  merely  designed  to  cover 
existing  commitments  up  to  the  end  of  March  1959. 

Thus,  it  seems  likely  that  the  present  capital  exports 
to  primary-exporting  countries  fall  short  of  the  needs 
for  funds  to  raise  the  imports  of  these  countries  above 
their  present  rate,  particularly  in  the  case  of  such  of 
them  whose  export  earnings  have  long  been  low  and 
stable. 

Against  this  background  it  would  appear  that  the 
main  hope  for  those  countries  to  increase  their  import 
capacity  in  the  near  future  —  and  hence  the  best 
promise  for  western  Europe  to  increase  its  exports  to 
them  —  lies  in  the  resumption  of  economic  expansion 
in  western  Europe.  The  predominant  importance  for 
primary-exporting  countries  of  a  rapid  rate  of  growth 
in  western  Europe  has  been  stressed  in  Chapter  V  of 
the  Economic  Survey  of  Europe  in  1957,  and  Table  6 
also  shows  that  western  European  imports  from  those 
countries  in  the  first  six  months  of  1958  have  been 
more  than  double  United  States  imports  from  them. 
The  study  in  the  Survey  demonstrated,  on  the  other 
hand,  that  economic  expansion  in  western  Europe 
was  not  enough,  in  the  longer  run,  to  provide  overseas 
primary-exporting  countries  with  export  receipts  suf¬ 
ficient  to  pay  for  the  import  needs  connected  with 
economic  development. 

At  present  no  clear  trend  has  as  yet  emerged  on 
international  commodity  markets.  Fears  of  further 
weakening,  and  hopes  of  stiffening,  of  commodity 
prices  alternate  in  association  with  small  and  short¬ 
lived  downward  and  upward  movements.  Quite 
recently,  however,  commodity  prices  showed  a  small 
upward  movement,  this  time  partly  as  a  consequence 
of  the  hopes  arising  from  the  upturn  in  the  United 
States  economic  activity.  However,  raw  material 
prices  have  been  weak  not  only  because  of  low  demand 
for  them  in  the  industrial  countries,  but  also  as  a 
result  of  an  increased  capacity  to  supply  in  the  produc¬ 
ing  countries. 

‘®The  Chancellor  of  the  Exchequer  stated  at  the  Comnr.on- 
wealth  Conference  that  the  United  Kingdom's  contribution  to 
economic  development  in  the  Commonwealth  had  been  averag¬ 
ing  £200  million  annually  in  recent  years  and  that  it  was  intended 
to  keep  up  this  rate  of  capital  flow  and  to  better  it  if  possible, 
but  “  we  must  be  quite  sure  that  we  do  not  accept  commitments 
beyond  the  limits  of  our  resources  ”  (see  Board  of  Trade  Journal, 
Vol.  175,  No.  3218,  3  October  1958). 


Millions  of  dollars  f.o.b.,  at  current  prices 


Source  :  Foreign  Trade,  OEEC  Statistical  Bulletins,  Series  I;  Direction  of  International  Trade,  Statistical  Papers,  Series  T,  United  Nations,  and  national  statistics  for  Finland,  Spain  and  Yugoslavia. 


Intra-western  European  Trade 

As  can  be  see  from  Table  7,  there  has  been  consider¬ 
able  variety  in  countries’  experiences  in  intra- western 
European  trade.  Only  five  countries  increased  the 
value  of  their  exports  between  the  first  half  of  1957 
and  the  corresponding  period  of  1958  —  Denmark, 
the  Netherlands,  Portugal,  Spain  and  Yugoslavia  — 
and  for  all  of  them  agricultural  products  other  than 
cereals  figure  importantly  in  total  export  trade.  In 
Denmark  and  the  Netherlands,  moreover,  all  other 
commodity  groups  with  the  exception  of  raw  materials 
and  fuel  participated  in  the  export  expansion.  An 
improved  competitive  position,  resulting  in  the  Nether¬ 
lands  partly  from  the  high  level  of  earlier  investment 
and,  in  both  countries,  from  the  deflationary  measures 
adopted  by  them,  may  have  been  an  important  reason 
for  their  relative  success. 

The  expansion  of  exports  from  Spain  and  Portugal 
was  due  to  better  crops,  and  also  to  the  fact  that  the 
stabilization  of  economic  activity  in  industrial  coun¬ 
tries  has  not  affected  the  demand  for  those  countries’ 
typical  export  commodities.  This  tends  to  confirm 
the  view  that  there  is  little  connexion  between  cyclical 
fluctuations  in  the  industrial  countries  and  variations 
in  the  level  of  economic  activity  in  the  non-industrial 
countries  of  western  Europe.  The  expansion  of 
Yugoslav  exports  was  mainly  due  to  major  efforts  to 
expand  exports  of  meat  and  other  agricultural  pro¬ 
ducts,  whereas  Greek  and  Turkish  exports  were 
adversely  affected  by  poor  tobacco  harvests. 

Other  countries  registered  a  decline  in  the  value  of 
their  exports,  ranging  from  1  per  cent  for  Italy  to  12 
per  cent  for  France  and  Norway,  and  38  per  cent  for 
Turkey.  The  sharp  fall  in  French  export  receipts  may 
be  partially  explained  by  the  export  structure  of  that 
country.  Food  (mainly  cereals),  raw  materials,  base 
metals  and  textiles  constitute  about  40  per  cent  of 
total  French  exports  to  western  Europe,  and  the 
demand  for  these  commodities  in  other  western 
European  countries  has  weakened  more  than  demand 
in  general  in  1958. 

The  substantial  decline  in  British  exports  to  western 
Europe  was  spread  over  the  majority  of  importing 
countries  —  western  Germany,  Austria  and  Ireland 
being  the  main  exceptions.  The  much  better  mainte¬ 
nance  of  west  German  than  of  British  exports  seems 
largely  unrelated  to  the  export  structure  of  the  two 
countries  since,  as  far  as  can  be  judged  from  exports 
to  all  destinations,  western  Germany  did  better  than 
the  United  Kingdom  in  almost  all  commodity  groups 
shown  in  Table  5. 

The  commodity  structure  of  exports  to  western 
Europe  seems  to  have  played  a  part  in  determining 
their  course  in  Norway,  Sweden,  Austria,  Italy  and 
Belgium.  In  the  former  two  countries,  the  decline  in 


exports  was  due  mainly  to  the  generally  weak  demand 
for  base  metals  and  timber  products,  while  in  Italy 
agricultural  products  and  textiles  were  responsible 
for  the  fall.  The  large  share  of  base  metals  and 
textiles  in  Austrian  and  Belgian  trade  largely  explains 
the  decline  registered  in  those  countries’  exports  to 
western  Europe.  The  fall  in  Austrian  exports  to 
western  Germany,  which  account  for  about  24  per 
cent  of  the  total,  supports  the  view  of  the  relevance 
of  a  temporarily  unfavourable  commodity  structure, 
since  imports  into  the  latter  country  from  other 
sources  increased  substantially.  Belgium,  on  the  other 
hand,  suffered  from  the  contraction  of  total  imports 
into  the  Netherlands,  which  takes  about  20  per  cent 
of  total  Belgian  exports. 

On  the  import  side,  the  Netherlands,  France  and 
Switzerland  were  responsible  for  most  of  the  shrinkage 
in  intra-western  European  trade,  the  combined 
reduction  in  their  imports  amounting  to  94  per  cent 
of  the  total  decline  between  the  first  half  of  1957  and 
the  corresponding  months  of  1958.  In  France,  this 
was  a  direct  consequence  of  the  more  rigid  import 
policy  adopted,  whereas  the  cut  in  imports  into  the 
Netherlands  was  mainly  associated  with  big  stock 
reductions,  after  three  years  of  continuous  stock 
accumulation,  and  with  policy  measures  to  restrict  con¬ 
sumption.  Imports  into  western  Germany  increased 
most,  and  this  tendency  was  a  very  welcome  support 
to  intra-western  European  trade  and  to  production, 
though  it  appears  rather  unlikely  that  it  will  continue 
at  the  past  rate  unless  economic  expansion  speeds  up 
again  in  that  country. 


In  many  western  European  countries  the  improve¬ 
ment  in  the  terms  of  trade  appears  as  the  main  factor 
affecting  the  trade  balance  in  1958,  on  the  —  certainly 
unrealistic  —  assumption  that  a  different  development 
of  import  prices  would  not  have  affected  export 
volumes.  Only  in  Austria,  Greece,  Ireland  and  Nor¬ 
way,  among  the  countries  listed  in  Table  8,  was  the 
trade  deficit  in  the  first  half  of  1958  higher  than  in  the 
same  months  of  1957;  and  in  Austria  and  Ireland  it 
would  have  been  higher  still,  but  for  improvements  in 
the  terms  of  trade  which  partly  offset  the  worsening  in 
the  trade  balance  at  constant  prices.  In  Norway,  on 
the  other  hand,  the  terms  of  trade  remained  practically 
unchanged  and  the  worsening  of  the  trade  balance 
was  thus  due  to  volume  changes  alone. 

**  There  was  a  bad  crop  of  fruit  and  vegetables  in  the 
agricultural  year  1957-1958,  whereas  in  1957  exports  were 
swelled  by  exceptional  sales  of  wheat  and  rice. 

For  the  sake  of  simplicity,  the  phrase  “  effect  of  changes 
in  terms  of  trade  ”  has  been  used  here  and  in  Table  8  to  cover 
both  the  effects  of  equal  proportionate  changes  in  import  and 
export  prices  and  those  of  any  disparity  between  the  movements 
of  the  two  price  indices. 


The  Effect  of  Changes  in  Terms  of  Trade 
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Table  8 

Change  in  trade  balances  and  foreign  exchange  holdings  of  selected  western  European  countries 


Millions  of  dollars 


Country 

Trade  balanc 

e  “ 

Changes  in  trade  balance  <> 

Changes  in  gold  and  foreign 
exchange  holdings  of  central 
banks  and  treasuries  * 

1st  half 
1957 

1st  half 
1958 

1st  half 
1958 

1st  half  1957  to  1st  half  1958 

June  1957 
to 

Dec.  1957 
to 

June  1957 
to 

Millions  of 
current  dollars 

Millions 
of  dollars 
at  1st  half 
1957  prices 

Changes 

in 

current 

prices 

Changes 

in 

constant 
prices  ^ 

Difference 
due  to 
price 
changes  <• 

Dec.  1957  June  1958  June  1958 

Millions  of  current  dollars 

Austria . 

-75 

-81 

-111 

-6 

-36 

+30 

+76 

+  14 

+  90 

Belgium-Luxembourg  .  .  . 

-108 

-24 

-66 

4-84 

+42 

+42 

+70 

+223 

+293 

Denmark . 

-141 

-30 

-fill 

+29 

+  13 

+42 

Finland . 

-93 

-30 

-36 

+63 

+57 

+  6 

+  32 

+43 

+  75 

France  . 

-750 

-531 

-607 

+219 

+  143 

+  76 

-450* 

+200* 

-250* 

Western  Germany  .... 

-1-465 

-1-621 

-f337 

+  156 

-128 

+284 

+  756 

+  186 

+942 

Greece . 

-159 

-198 

-214 

-39 

-55 

+  16 

-12 

-10 

-22 

Ireland . 

-84 

-98 

-108 

-14 

-24 

+  10 

+  17 

-4 

+  13 

Italy . 

-639 

-363 

-522 

+276 

+  117 

+  159 

+  186 

+  182 

+368 

Netherlands . 

-609 

-246 

-321 

+363 

+288 

+  75 

+38 

+239 

+277 

Norway . 

-264 

-294 

-291 

-30 

-27 

-3 

+  7 

+6 

+  13 

Portugal . 

-123 

-96 

+27 

+8 

+  11 

+  19 

Spain . 

-247 

-125 

+  122 

— 

+6 

+6 

Sweden . 

-201 

-198 

-235 

+  3 

-34 

+37 

-21 

-9 

-30 

Switzerland . 

-255 

-123 

-176 

+  132 

+79 

+53 

+  86 

+72 

+  158 

United  Kingdom . 

-957 

-482 

-1085 

+475 

-128 

+603 

-108 

+803 

+  695 

I 


Sources:  International  Financial  Statistics,  IMF,  and  national  statistics, 
o  Exports  f.o.b.  minus  imports  c.i.f.;  special  trade,  with  the  exception  of 
Ireland  and  the  United  Kingdom  (general  trade). 
b  End  of  period. 

c  At  first  half  of  19S7  prices.  Effect  of  the  change  in  volume  of  both  exports 
and  imports  upon  the  trade  balance. 


u  Residual  showing  the  combined  effect  of  the  changes  in  the  general  price 
levels  of  both  exports  and  imports  and  in  the  terms  of  trade  upon  the  trade 
balance. 

e  Up  to  July  1958. 


Among  the  other  countries  where  the  trade  deficit 
at  current  prices  was  lower  in  the  first  half  of  1958 
than  in  the  same  period  of  1957,  the  terms  of  trade 
contributed  to  the  improvement  in  the  United  King¬ 
dom  and  Sweden,  where  better  terms  of  trade  actually 
more  than  offset  a  rise  in  the  volume  of  imports 
relative  to  exports  over  the  period.  In  the  United 
Kingdom,  the  better  terms  of  trade  were  responsible 
for  two-thirds  of  the  total  increase  in  foreign-exchange 
reserves  during  the  first  half  of  1958,  the  rest  being 
accounted  for  by  increased  income  from  services  and 
the  inflow  of  short-term  funds.^®“  In  western  Germany, 
the  improvement  of  the  terms  of  trade  raised  the  trade 
surplus,  which  would  have  declined  by  a  little  less 

““  Total  sterling  balances  remained  practically  stable  during 
the  first  half  of  1958  as  a  result  of  two  divergent  movements  : 
a  decline  of  sterling  balances  held  by  sterling  area  countries  and 
an  increase  in  sterling  balances  held  by  non-sterling  (especially 
OEEC)  countries. 


than  30  per  cent  had  prices  remained  constant. 
However,  the  changes  in  foreign-exchange  reserves 
were  also  greatly  influenced  by  the  reverse  flow  in  the 
last  quarter  of  1957  and  the  first  quarter  of  1958  of 
speculative  funds  which  had  been  moving  into  that 
country  during  previous  months.  During  the  sbc 
months  from  October  1957  to  March  1958,  west 
German  foreign-exchange  reserves  declined  by  about 
$201  million,  but  they  increased  again  by  $272  million 
during  the  second  quarter,  $150  million  of  the  increase 
being  due  to  the  terms  of  trade. 

The  terms  of  trade  had  a  comparatively  minor  but 
favourable  impact  on  the  trade  balance  in  France,  the 
Netherlands,  Switzerland  and  Finland.  All  four 
countries  succeeded  in  reducing  their  trade  deficit 
considerably,  but  this  happened  largely  through  a 
reduction  in  the  volume  of  imports  and,  in  the  Nether¬ 
lands,  also  through  a  substantial  expansion  of  exports. 
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3.  The  Sectors  of  Domestic  Demand 


As  has  been  shown  in  the  preceding  section,  export 
demand  from  countries  outside  western  Europe  has 
ceased  in  the  recent  past  to  be  an  expansive  factor  in 
the  growth  of  economic  activity  in  western  Europe 
as  a  whole,  and  this  is  not  likely  to  change  in  the  near 
future.  Therefore  an  early  resumption  of  economic 
expansion  must  come  from  the  growth  of  domestic 
demand.  However,  if  exports  now  make  little  contri¬ 
bution  to  the  over-all  expansion  of  industrial  output, 
improvements  in  balances  of  payments  and  rising 
foreign  exchange  reserves  have  increased  the  external 


and  domestic  liquidity  of  western  European  countries, 
the  former  removing  or  reducing  one  of  the  obstacles 
to  an  expansionist  policy  and  the  latter  providing  the 
financial  preconditions  for  a  renewed  rise  of  private 
investment. 

Personal  Incomes  and  Consumption 

The  maintenance  of  personal  incomes  and  of  pri¬ 
vate  consumption  has  been  a  conspicuous  feature 
of  the  United  States  recession.  In  western  Europe 


Table  9 

Changes  in  gross  national  product,  expenditure  and  exports  at  constant  prices,  in  selected  countries 

Percentage  increase  over  corresponding  period  of  previous  year 


Gross 

national 

product 

Private 

consumption 

Gross 

fixed  capital 
formation 

Public 

consumption 

Exports 

1957  I . 

2  } 

5 

-  1 

1  ) 

11  . 

..  2 

3 

3 

+ 

-2.5 

1.5' 

1.5 

Ill . 

..  i 

2 

6 

t  * 

i  \ 

IV . 

1.5 

2 

4 

-5.5 

-2 

1958  I . 

3 

4 

..  1  - 

•  • 

II  . 

1 

3 

.. 

.. 

—  3 

1957  1  . 

8 

5 

7 

11 

21 

II  . 

6 

9 

-1 

11 

14 

Ill . 

5 

5 

-2 

11 

14 

IV . 

3 

2 

8 

17 

1958  I . 

2 

4 

-5 

11 

7 

II  . 

2 

2 

I 

— 

2 

1958  (Forecast)  .... 

3-3.5 

3 

4 

10 

♦ 

1959  (Forecast)  .... 

3-4 

3-4 

>3-4 

4 

•• 

1957  I . 

6 

, 

•  •  1 

■  •  1 

11  .... 

6 

1 

Ill . 

5 

■'  4 

.. 

•  • 

9 

.. 

7 

.. 

15  o 

IV . 

6 

••  ’ 

1958  I  . 

3 

3 

-2 

-3  " 

II  . 

2 

3 

5 

-6  “ 

Ill  (Forecast)  .  . 

— 

1957  I  . 

i 

1  ) 

11  . 

/ 

1  f-1 

Ill . 

2.5 

-1  \ 

.. 

•• 

4 

IV . 

..  ) 

-6 

1958  I  . 

1 

-15 

11  . 

— 

-10 

July-August  .  .  . 

2 

!  •• 

1958  (Forecast)  .... 

2 

-10 

2 

United  Kingdom 


Western  Germany 


Austria 


Netherlands 


Sources  :  United  Kingdom :  Economic  Trends.  January.  April  and  October 
I9S8,  Central  Statistical  Office;  Western  Germany  :  VierteUiahrshefte  zur 
Wirtschaftsforschung,  1958,  No.  2  and  3,  Deutsches  Institut  fiir  Wirtschafts- 
forschung;  Prospects  for  1958  and  1959:  Economic  conditions  in  member  and 
associated  countries  of  the  OEEC,  Federal  Republic  of  Germany,  OEEC, 
October  1958;  Austria  :  Statistische  Cbersichten,  special  issue  1957;  and 


Monatsberichte  des  Osterreichischen  Institutes  fiir  Wirtschaftsforschung, 
No.  2  and  8,  1958;  Netherlands  :  Maandschrift,  August  and  September  1958; 
and  Statistisch  Bulletin  van  hel  Bureau  voor  de  Statistiek,  1958,  No.  82; 
Prospects  for  1958:  Economisch-Statistische  Berichten,  17  September  1958. 

a  Commodity  exports  only. 
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Table  10 

Changes  in  income  from  employment  before  tax  and  in  consumers’  expenditure 


Percentage  increase  over  corresponding  period  of  previous  year 


Country 

1 

Wages  and 
salaries  ® 

2 

Transfers 
from  public 
authorities 

3  4 

Total  income  from 
employment  (1+2)  * 

5 

Volume  of 
private 
consumption 

6 

Volume  of 
retail  sales 

At  current 
prices 

At  constant 
prices  c 

United  Kingdom 

1957  I  . 

6 

4 

6 

3 

_ 

3 

11 . 

6 

4 

6 

4 

3 

5 

Ill . 

7 

5 

7 

3 

2 

1 

IV . 

7 

6 

6 

3 

2 

2 

1958  I  . 

6 

12 

7 

3 

3 

1 

II . 

4 

18 

5 

2 

1 

-1 

Percentage  distribution  in  1958  .... 

89 

11 

100 

Western  Germany 

1957  I  . 

12 

7 

11 

9 

5 

1 

II . 

8 

25 

12 

11 

9 

10 

Ill . 

8 

25 

11 

9 

5 

6 

IV . 

7 

24 

11 

7 

2 

2 

1958  I  . 

4 

30 

11 

6 

4 

5 

II . 

5 

12 

7 

2 

2 

— 

Percentage  distribution  in  1958  .... 

72 

28 

100 

Austria 

||H 

1957  I  . 

i 

j 

i 

\ 

-2 

II . 

1 

1 

1 

8 

Ill . 

( 

15 

8 

1 

6 

IV . 

) 

) 

) 

2 

1958  I  . 

5 

10 

(5) 

3 

5 

11 . 

4 

9 

(4) 

3 

3 

Percentage  distribution  in  1958  .... 

80 

20 

1 

Sources;  United  Kingdom  :  Economic  Trends,  October  1958;  Western 
Germany  :  Monthly  Report  of  the  Deutsche  Bundesbank,  August  1958;  Austria  : 
Statislische  Obersichten,  special  issue,  Jahrgang  1957  and  Monatsberichte  des 
Osterreichischen  Institutes  fur  Wirtschaftsforschung,  1958,  No.  8.  For  the 
volume  of  private  consumption,  see  Table  9,  and  for  retail  sales,  see 
Table  11. 


For  the  United  Kingdom  and  western  Germany  excluding,  and  for  Austria 
including,  employers’  social  security  contributions. 

In  the  United  Kingdom  excluding  forces’  pay  and  employers’  social  security 
contributions,  which  are  probably  included  in  western  Germany  and  Austria. 
e  Income  at  current  prices  deflated  by  the  price  index  for  personal  con¬ 
sumption  implied  in  national  accounts. 


private  consumption  in  the  first  half  of  1958  was  above 
the  level  of  the  corresponding  period  of  1957,  but  the 
rate  of  growth  was  almost  certainly  lower  than  in 
preceding  years.  This  can  be  seen  from  the  figures 
in  Table  9  for  a  few  countries  for  which  quarterly 
national  accounts  are  available. 

The  effect  on  money  wage  bills  of  stagnating  or 
declining  employment  and  hours  worked  was  re¬ 
inforced  by  the  slower  increase  in  money  wage  rates 
referred  to  in  Section  1,  (see  Table  10).  Real  wage 
bills  rose  less  rapidly,  or  declined  more,  than  money 
wage  bills  since  consumers’  prices  continued  to  rise 
until  very  recently.  However,  a  substantial  rise  of 
transfer  incomes  in  the  countries  listed  in  the  table,^* 

“  The  sharp  decline  in  the  rate  of  increase  of  transfer  incomes 
in  western  Germany  in  the  second  quarter  of  1958  occurred 


and  in  western  Germany  and  Austria  tax  reductions 
also,  added  to  the  disposable  incomes  of  wage-  and 
salary-earners. 

The  gap  between  the  rise  in  real  incomes  and  in  the 
volume  of  consumption  varies  from  country  to 
country.  Thus,  in  western  Germany,  the  savings  of 
private  households  are  reported  to  have  increased 
from  7.6  per  cent  of  disposable  incomes  in  the  first 
half  of  1957  to  8.7  per  cent  in  the  first  half  of  1958.^’ 
In  Austria,  on  the  other  hand,  the  volume  of  con¬ 
sumption  continued  to  increase  relatively  fast  and  the 
savings  ratio  would  appear  to  have  declined.  An 


after  a  specially  steep  rise  in  1957  due  to  the  social  insurance 
reform. 

See  Monatsberichte  der  Deutschen  Bundesbank,  August  1958. 
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Table  11 

Retail  sales  by  commodity  groups 

Percentage  change  from  the  corresponding  period  of  previous  year 
(Changes  in  volume,  except  for  figures  in  italics,  which  represent  changes  in  value) 


Country 

Clothing 

Furniture 

Hardware 

I 

II 

III 

IV  1 

I 

II 

III 

IV 

I 

II 

III 

IV 

Austria . 

.  1957 

-1 

10 

3 

-8 

7 

6 

2 

6 

15 

13 

20 

9 

1958 

-9 

-8 

-5 

6 

12 

17 

-2 

9 

11 

Denmark  “ . 

.  1957 

3 

10 

2 

-7 

21 

28 

16 

8 

17 

14 

10 

8 

1958 

-3 

-8 

2 

— 

-10 

1 

-2 

Finland  “ . 

.  1957 

— 

-12 

-9 

-18 

19 

2 

-7 

-4 

1958 

-10 

-10 

-2* 

-7 

-11 

41b 

France . 

.  1957 

5 

11 

6 

5 

24 

27 

20 

49 

14 

8 

17 

8 

1958 

4 

-6 

-11  b 

22 

8 

4b 

7 

2 

-12  b 

Western  Germany  .  . 

.  1957 

-1 

13 

8 

4 

11 

3 

3 

2 

11 

6 

10 

2 

1958 

2 

-7 

-6 

2 

-5 

-3 

5 

6 

7 

Netherlands . 

.  1957 

-2 

1 

-2 

-17 

26 

7 

11 

-10 

18 

10 

12 

2 

1958 

3 

-4 

-1* 

-3 

— 

-2b 

1 

1 

1  b 

Norway . 

.  1957 

— 

-5 

— 

-7 

6 

8 

9 

-7 

12 

3 

8 

-18 

1958 

-3 

-5 

-2 

-8 

-15 

-11 

-10 

-6 

- 

Sweden . 

.  1957 

-2 

1 

2 

-4 

2 

-7 

7 

16 

3 

6 

16 

4 

1958 

2 

-5 

3 

9 

6 

3 

Switzerland . 

.  1957 

6 

10 

7 

-5 

11 

19 

14 

15 

14 

6 

4 

2 

1958 

-3 

-3 

-4 

16 

3 

— 

-2 

-2 

-3 

United  Kingdom  .  . 

.  1957 

3 

3 

1 

— 

13 

9 

7 

5 

1 

4 

3 

2 

1958 

-2 

-2 

-2 

— 

-1 

2 

5 

4 

3 

Electrical  appliances 

Total  retail  sales 

Passenger  cars  d 

I 

II 

III 

IV 

I 

II 

III 

IV 

I 

II 

III 

IV 

Austria . 

.  1957 

9 

7 

9 

8 

-2 

18 

6 

2 

1  30 

10 

-4 

13 

1958 

6 

9 

2 

5 

3 

3 

11 

12 

28 

Denmark  “ . 

.  1957 

5 

10 

3 

3 

14 

15 

-3 

30 

1958 

2 

-2 

3 

7 

Finland  “ . 

.  1957 

2 

-6 

-8 

-11 

54 

17 

-23 

-63 

1958 

-9 

-8 

-2  b 

-40 

-42 

34 

France . 

.  1957 

27 

34 

27 

44 

6 

12 

10 

4 

2 

3 

4 

12 

1958 

2 

-5 

-8* 

13 

24 

Western  Germany  .  . 

.  1957 

10 

6 

15 

15 

1 

10 

6 

2 

7 

11 

7 

23 

1958 

20 

13 

4 

5 

— 

1 

19 

21 

29 

Netherlands . 

.  1957 

29 

17 

22 

12 

1 

2 

— 

-6 

11 

-15 

-15 

10 

1958 

4 

6 

lb 

1 

— 

2b 

— 

-26 

-11 

Norway . 

.  1957 

-I 

-13 

10 

-2 

2 

4 

1 

-1 

1958 

-7 

-6 

12 

1 

-3 

5 

Sweden . 

.  1957 

15 

3 

23 

9 

-3 

— 

2 

_ 

4 

13 

10 

43 

1958 

11 

18 

— 

-2 

27 

— 

-17 

Switzerland . 

.  1957 

6 

14 

8 

7 

2 

10 

7 

_ 

1 

13 

-9 

3 

1958 

4 

5 

4 

3 

— 

-1 

13 

-3 

3 

United  Kingdom  .  . 

.  .  1957 

16 

12 

8 

2 

3 

5 

1 

2 

-32 

1 

35 

46 

1958 

-4 

-1 

-8 

1 

-1 

2 

75 

25 

12 

Sources:  National  statistics.  e  Including  food  and  tobacco,  but  excluding  passenger  cars, 

o  Hardware  includes  electric  appliances.  d  Based  on  new  registrations. 

*  July- August. 


explanation  given  for  this  change^®  is  that  transfer 
incomes  rose  more  rapidly  than  the  wage  and  salary 
bill  in  1958  and  that  these  are,  as  a  rule,  fully  spent 
on  consumption.  In  the  United  Kingdom  there  was 
no  noticeable  difference  in  the  relative  increase  of 
personal  disposable  income  and  of  consumers’ 
expenditure  in  the  first  half  of  1958  compared  with 
the  corresponding  period  of  1957,  a  substantial  rise 
in  personal  savings  having  already  taken  place  in  the 
preceding  years. 

For  other  countries  an  impression  of  the  movement 
of  consumption  can  be  obtained  only  from  data  on 
the  volume  of  retail  sales  (see  Table  1 1 ).  Apart  from 
the  statistical  inadequacies  of  the  sample  of  retail 
trade  establishments  on  which  retail  sales  figures  are 
based,  they  cover  only  a  part  of  private  consumption, 
since  expenditure  on  services,  motoring  and  other 
non-commodity  consumption  is  not  included.  It 
appears  from  the  table  that  in  1958,  compared  with 
1957,  there  has  either  been  a  much  slower  rate  of 
growth,  or  a  decline,  in  total  retail  sales  in  the  countries 
listed.  However,  almost  everywhere  sales  of  durable 
household  goods  have  continued  to  rise,  whereas 
expenditure  on  clothing  shows  a  marked  downward 
trend  —  though  Denmark  and  the  Netherlands  are 
recent  exceptions.  Only  in  France  are  the  sales  of 
several  types  of  durable  consumers’  goods  reported 
to  have  declined  quite  recently,  in  consequence  of 
tighter  hire-purchase  regulations,  higher  indirect 
taxes  and  a  rise  in  food  prices.  In  the  United  Kingdom, 
on  the  other  hand,  the  abolition  of  hire-purchase 
restrictions  and  the  introduction  of  personal  loans 
and  other  credit  facilities  by  the  banks  have  already 
had  some  stimulating  effect  on  orders  for  certain 
durable  goods,  notably  furniture  and  motor  cars. 

For  motor-car  sales,  the  picture  varies  greatly 
between  countries.  They  declined  sharply  in  Finland 
and  the  Netherlands,  and  in  Sweden  there  has  been 
a  considerable  drop  recently.  Increases  are  still 
substantial  in  Austria,  western  Germany,  France  and 
the  United  Kingdom. 

The  factors  which  will  determine  private  con¬ 
sumption  in  the  near  future  are  the  present  and 
prospective  slowing-down  of  wage  increases  and  the 
stability  or  decline  of  employment  in  the  majority 
of  western  European  countries  and,  connected  with 
it  but  working  in  the  opposite  direction,  the  stability 
or  possibly  some  decline  of  consumers’  prices.  It 
would,  therefore,  appear  likely  that,  in  the  absence 
of  any  changes  in  the  savings  ratio,  consumption  may, 
at  best,  continue  to  provide  roughly  the  same  mod¬ 
erate  support  of  over-all  economic  activity  as  in  the 
recent  past.  And  in  the  United  Kingdom  the  measures 
taken  recently  to  stimulate  consumption  are  likely 

**  See  Monalsherichte  des  Osterreichischen  Institutes  fiir  Wirt- 
schaftsforschung.  No.  8,  1958. 


to  have  a  once-for-all  effect  of  raising  consumption 
of  durable  goods  in  the  shorter  run. 

Investment  Demand 

The  evidence  of  output  trends  in  the  metal-using 
industries  (see  Section  1,  above)  and  the  data  in  Table  9 
suggest  that  investment  activity  has  either  stagnated 
or  declined  in  the  majority  of  western  European 
countries  in  1958. 

The  behaviour  of  gross  fixed  capital  expenditure 
in  the  United  Kingdom  can  be  seen  from  the  figures 
below.  The  rise  by  5  per  cent  in  investment  by  the 
private  sector  in  the  first  half  of  1958  was  the  result 
of  opposite  movements  in  investment  iii  manufactur¬ 
ing  industry,  which  declined  by  3  per  cent,  and  of 
investment  in  other  industries  and  services  which 
increased  by  about  10  per  cent.^* 

United  Kingdom 

Percentage  changes  in  gross  fixed  capital  formation  in 
the  first  half  of  1958  (at  1954  prices)  from  the  corre¬ 
sponding  period  of  1957 


First  quarter  .  .  . 
Second  quarter  .  . 


Total 


Public 

sector 


Private 

sector 


Excluding  dwellings 

10  4 

6  6 


Dwellings 


-10 

-8 


Source:  Economic  Trends,  October  1958. 

An  official  inquiry  into  investment  intentions  has 
shown  that  fixed  capital  expenditure  in  the  British 
manufacturing  industry  is  estimated  to  be  about  the 
same  this  year  as  in  1957  and  is  expected  to  be  lower 
in  1959.^°  Expectations  during  July  and  the  early  part 
of  August  were  thus  rather  more  optimistic  than  at 
the  time  (at  the  turn  of  the  year)  of  the  previous 
inquiry.  Revised  estimates  of  investment  expenditure 
by  other  industries  and  services  indicate  broadly  the 
same  change  in  sentiment. 

In  Austria,  on  the  other  hand,  gross  fixed  invest¬ 
ment  was  5  per  cent  higher  in  the  second  quarter  of 
1958  than  in  the  corresponding  months  of  1957,  the 
increases  being  about  the  same  for  equipment  and  for 
building.  A  large  part  of  the  increase  was  due  to 
investment  expenditure  by  the  nationalized  basic 
industries  whose  decisions  are  determined  less  by 
short-term  cyclical  considerations  than  by  long-term 
expansion  plans  and  the  finance  put  at  their  disposal 
by  the  Government.  In  western  Germany  gross  fixed 
investment  declined  by  2  per  cent  in  the  first  half  of 
1958  below  the  level  of  the  corresponding  period  in 


“  Expenditure  on  vehicles  increased  very  substantially,  and 
investment  in  building  decreased,  in  both  sectors  whereas 
investment  in  plant  and  machinery  declined  in  manufacturing 
industry  but  increased  in  other  industries  and  services.  (Board 
of  Trade  Journal,  17  October  1958.) 

See  Board  of  Trade  Journal,  5  September  1958. 
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1957,  but  this  decline  was  wholly  due  to  the  drop  in 
construction  in  the  first  quarter,  whereas  investment 
in  equipment  increased  by  2^2  per  cent.  As  has 
already  been  pointed  out,  there  are  indications  of  a 
further  increase  in  industrial  investment,  and  the  latest 
investment  inquiry  indicates  some  upward  revision 
of  earlier  plans.^^  On  balance  a  slight  increase  in 
the  volume  of  total  industrial  investment  is  expected 
in  the  latter  part  of  the  year  so  that,  for  the  year  as  a 
whole,  industrial  investment  will  be  at  worst  no 
smaller  than  in  1957.^* 

In  the  Netherlands,  gross  fixed  investment  in  the 
first  half  of  the  year  was  considerably  less  than  in  the 
first  half  of  1957,  but  there  has  been  a  substantial 
increase  from  the  first  to  the  second  quarter  of  1958, 
mainly  attributable  to  construction.  Even  so,  a 
decline  of  as  much  as  10  per  cent  below  the  1957  level 
is  expected  for  the  year  as  a  whole.®® 

Dwelling  construction  has  continued  to  increase 
in  recent  months  as  a  result  of  more  ample  and  cheaper 
finance  and  direct  government  stimulus  (see  Table  12). 
Only  in  western  Germany,  the  Netherlands  and 
Sweden,  however,  does  the  rate  of  residential  con¬ 
struction  appear  to  have  been  above  that  of  the  same 
months  of  1957.  In  the  United  Kingdom,  on  the  other 
hand,  a  fall  in  local  authority  building  has  brought 
about  an  over-all  decline. 

The  conditions  for  financing  investment  have 
recently  improved  substantially  in  most  western 
European  countries.  The  liquidity  created  by  balance- 
of-payments  surpluses,  together  with  the  relaxation 
of  part  of  the  restrictions  on  lending  by  banks  and 
the  decline  in  the  demand  for  funds,  has  rendered 
money  and  capital  markets  more  liquid  and  interest 
rates  lower  than  at  any  time  since  the  onset  of 
the  boom.  However,  the  more  ample  and  cheaper 
supplies  of  funds  are  unlikely  alone  to  prove  an 
adequate  stimulus  to  a  significant  revival  of  invest¬ 
ment  except  in  sectors  which  are  particularly  interest- 
rate  sensitive  or  which,  like  housing,  are  partly 
financed  from  public  sources.  In  the  present  situation 
of  under-utilized  capacities  and  falling  profits  over  a 
wide  range  of  industries  —  the  consequence  of  earlier 
investment  and  the  levelling-off  of  final  demand  —  a 
change  in  business  expectations  or  more  direct 
measures  to  stimulate  investment  are  also  called  for. 


See  IFO  Schnelldienst,  11  September  1958.  It  is  interesting 
to  note  that  whereas  the  experience  of  IFO  investment  inquiries 
has  been  that  investment  plans  are  stated  rather  cautiously,  are 
revised  upwards  in  the  course  of  the  year  and  have  generally 
a  downward  bias,  the  British  experience  so  far  has  been  that 
estimates  of  investment  expenditure  have  been  consistently  in 
excess  of  the  eventual  out-turn. 

**  This  compares  with  the  official  estimate  submitted  to  the 
OEEC  recently  of  an  increase  by  4  per  cent  in  the  volume  of 
total  investment  this  year. 

**  Economisch-Slalistische  Berichten,  17  September  1958. 


However,  few  governments  have  as  yet  taken  any 
direct  steps  to  stimulate  industrial  investment. 

In  this  context  it  is  relevant  to  ask  to  what  extent 
the  rise  in  share  prices  which  has  occurred  in  many 
western  European  countries  is  due  to  a  genuine 
improvement  in  business  expectations  at  a  time  when 
company  results  show  the  effects  of  the  levelling-off  of 
demand  while  wages  continue  to  increase.  No  definite 
answer  can  be  given  to  this  question  but  it  is  probable 
that  much  of  the  recent  increase  was  due  also  to  the 
growth  of  investible  funds  and  to  the  drying-up  of 
the  supply  of  new  shares,  accompanied  by  the  decline 
in  the  yield  of  fixed-investment  securities,  in  turn 
connected  with  greater  liquidity. 

Stock  Movements 

Stock  increases  have  everywhere  accounted  for  a 
large  proportion  of  the  increases  in  gross  national 
product  in  recent  years.  Little  statistical  evidence  of 
rates  of  stock  accumulation  in  1958  is  yet  available; 
but  it  seems  probable,  in  the  light  of  widespread 
declines  in  imports  of  raw  materials,  that  accumulation 
of  stocks  of  raw  materials  has  slowed  down  or  ceased 
in  most  countries  of  western  Europe.  In  the  United 
Kingdom  —  the  only  country  which  currently  esti¬ 
mates  stocks  of  materials  and  fuel®^  —  such  stocks  in 
manufacturing  industry  accounting  for  about  half  of 
total  stock  formation  declined  by  7  per  cent  in  value, 
but  by  much  less  in  volume,  during  the  first  half  of 
1958,  whereas  there  had  been  small  increases  in  earlier 
years. 

It  would  appear  that  stocks  of  finished  products, 
in  particular  certain  consumers’  goods,  are  high  and 
are  still  being  added  to  in  some  countries  while  in 
others  they  have  already  begun  to  be  run  down.  Thus, 
in  western  Germany  a  recent  inquiry  suggests  that 
manufacturers’  stocks  of  finished  investment  goods 
which  were  regarded  as  “  normal  ”  in  1957,  have 
slightly  exceeded  the  normal  level  during  1958.  Stocks 
of  finished  consumers’  goods  held  by  manufacturers 
were  deemed  to  be  growing  unduly  fast  at  the  close 
of  last  year  and  were  considered  as  substantially 
above  their  normal  level  in  the  second  quarter  of  1958. 
In  Sweden  a  recent  inquiry  suggests  that  stocks  of 
finished  engineering  products  rose  slightly  in  the  third 
quarter  of  1958  and  that  they  are  expected  to  increase 
a  little  further  in  the  fourth  quarter.  In  Austria  stocks 
of  finished  manufactures  began  to  decline  in  the 
second  quarter  of  1958  contrary  to  the  usual  seasonal 
trend,®®  since,  as  has  already  been  pointed  out,  con¬ 
sumers’  and  investment  demand  were  well  maintained 

**  See  Board  of  Trade  Journal,  5  September  and  17  October 
1958. 

”  See  IFO  Schnelldienst,  16  October  1958. 

*•  See  Monatsberichte  des  Osterrcichischen  Institutes  fiir 
Wirtschaftsforschung,  No.  8,  1958. 


Table  12 

Dwelling  construction  in  selected  European  countries 

Thousands  of  dwellings 


Country 

1957  1 

1958 

I 

II 

III 

IV  1 

I 

II 

III 

Belgium  . 

Authorizations . 

9.0 

10.8 

8.1 

6.9 

8.3 

9.2 

Completions . 

6.9 

8.0 

8.2 

9.8 

6.4 

7.3 

Denmark . 

Starts . 

4.9 

6.1 

4.6 

3.0 

3.4 

7.0 

5.5 

Under  construction  *  .  . 

21.8 

23.0 

20.8 

17.6 

16.7 

20.2 

21.0 

Completions . 

5.1 

5.0 

6.7 

6.2 

4.3 

3.5 

4.6 

Finland . 

Authorizations . 

6.2 

8.4 

7.9 

7.3 

4.7 

8.0 

Completions . 

6.4 

5.0 

8.9 

12.5 

4.9 

4.8 

France  . 

Authorizations . 

77.0 

89.2 

85.4 

82.9 

75.2 

91.7 

80.2 

Starts . 

_  155.0  — 

—  150.6  — 

—  147.8  — 

Completions . 

—  121.0  — 

—  152.7  — 

—  132.1  — 

Western  Germany  .  . 

Authorizations . 

107.1 

131.6 

144.1 

122.4 

104.8 

141.3 

161.7 

Completions . 

54.4 

80.8 

121.6 

236.4 

43.0 

63.3 

114.0 

Ireland . 

Completions . 

2.7 

2.3 

1.8 

1.3 

1.6 

1.3 

Italy . 

Authorizations . 

61.9 

63.2 

56.2 

67.2 

62.6 

61.6 

60.8* 

Completions . 

42.4 

43.1 

41.6 

47.7 

41.6 

41.2 

38.0* 

Netherlands . 

Authorizations . 

21.2 

21.9 

20.4 

17.3 

13.6 

23.0 

22.3 

Starts . 

23.3 

25.3 

20.3 

15.8 

14.6 

24.1 

25.6 

Under  construction  *  .  . 

98.0 

101.3 

100.5 

90.1 

84.3 

85.2 

90  1 

Completions . 

19.2 

21.9 

21.1 

26.2 

20.1 

23.2 

20.7 

Norway . 

Authorizations . 

4.6 

12.9 

8.2 

5.3 

4.8 

6.6 

7.2 

Starts . 

3.0 

10.2 

9.9 

6.5 

3.4 

7.0 

8.5 

Under  construction  *  .  . 

19.1 

23.7 

26.9 

24.8 

22.7 

23.4 

26.1 

Completions . 

5.9 

5.8 

6.4 

8.9 

5.5 

6.9 

5.8 

Portugal  . 

Completions . 

5.0 

5.7 

6.4 

5.9 

5.5 

7.6 

Spain . 

Authorizations . 

17.8 

16.2 

15.5 

14.5 

23.2 

16.8 

Completions . 

8.0 

6.6 

7.6 

7.4 

7.3 

7.1 

Sweden . 

Starts . 

8.8 

15.9 

18.8 

21.8 

5.8 

20.4 

Under  construction  *  .  . 

54.1 

57.0 

64.2 

66.8 

58.2 

64.6 

Completions . 

2.4 

13.0 

11.6 

19.2 

14.4 

14.0 

Switzerland  ‘  .... 

Authorizations . 

3.0 

4.0 

4.7 

2.5 

2.8 

4.8 

4.9 

Completions . 

3.8 

5.2 

4.6 

4.9 

3.2 

2.2 

3.4 

Um’ted  Kingdom  .  .  . 

Starts . 

64.6 

80.8 

74.1 

61.7 

56.8 

74.2 

66.4 

Under  construction  *  .  . 

258.4 

261.0 

261.5 

245.2 

235.3 

239.7 

236.8 

Completions . 

77.7 

78.2 

73.6 

78.0 

66.7 

69.5 

69.6 

Sources:  National  statistics  and  Bulletin  of  Housing  and  Building  Statistics, 
ECE. 

o  Number  of  buildings. 


*  End  of  period. 

^  Forty-two  towns. 


in  that  country.  The  value  of  stocks  of  finished  goods 
in  the  United  Kingdom  increased  by  about  12V^  per 
cent  during  the  first  half  of  1958,  or  somewhat  faster 
than  during  1957. 

It  seems  that  stocks  of  finished  goods  will  be  reduced 
during  the  next  half  year  or  more,  in  the  first  place 


because  of  the  desire  to  adjust  them  to  the  lower 
activity  levels  and  to  compensate  for  previous  invo¬ 
luntary  stock  accumulations  and,  subsequently,  be¬ 
cause  as  demand  rises  again,  output  may  lag  in  several 
sectors.  Stocks  of  raw  materials  have  already  been 
adapted  to  the  level  of  demand  for  a  large  number 


of  commodities  and  this  means  that  imports  are 
likely  to  rise  again  the  moment  demand  for  them 
resumes  its  upward  trend. 

Public  Expenditure 

Total  public  outlays  increased  in  almost  all  countries 
in  the  course  of  1958,  and  deficits  will  generally  turn 
out  to  be  somewhat  larger  than  last  year’s  or  than 
those  originally  planned.  On  the  one  hand,  receipts 
increased  less  than  expected  as  a  result  of  the  levelling- 
off  in  economic  activity  and,  on  the  other,  expenditure 
continued  to  expand  partly  because  of  commitments 
entered  into  earlier  and  partly  because  of  decisions 
to  compensate  to  some  extent  for  the  depressive 
influences  arising  in  some  other  sectors  of  the  economy. 

In  the  Netherlands  where  measures  had  been  taken 
in  1957  to  reduce  the  claims  on  resources  by  the  public 
sector,  public  investment  has  been  somewhat  lower 
in  1958  than  in  1957  but  it  was  decided  last  spring 
to  increase  expenditure  to  stimulate  employment  in 
the  building  sector,  and  the  1959  budget  will  show 
a  considerably  increased  deficit. 

In  western  Germany  the  Federal  Government  had  a 
small  cash  surplus  in  the  first  half  of  the  fiscal  year 
1958/59  whereas  there  had  been  a  deficit  of  almost 
DM  2  billion  in  the  corresponding  period  of  the 
previous  fiscal  year.  The  internal  cash  surplus 
amounted  to  DM  1.1  billion.  The  contractive  effect 
was  only  partly  compensated  by  the  higher  deficits 
than  last  year  of  the  Lander  and  the  Equalization  of 


Burdens  Fund.  It  is  expected  that  the  federal  cash 
deficit  which  had  first  developed  in  the  fiscal  year 
1957/58  will  reappear  in  the  second  half  of  the  present 
fiscal  year  and  that  it  will  have  a  slightly  expansive 
effect.”  In  the  United  Kingdom  expenditure  by  the 
public  sector  has  played  a  neutral  role  in  1958,  a  slight 
decline  in  government  consumption  having  been 
matched  by  some  increase  in  public  investment.  It  is 
expected  that  recent  decisions  to  increase  the  rate  of 
public  investment  will  have  a  stimulating  effect  in 
1959. 

Public  expenditure  appears  to  have  exerted  a  more 
expansive  influence  in  other  countries  of  western 
Europe  and,  from  what  is  known  at  present  about 
draft  budgets  for  next  year,  this  will  be  generally  more 
marked  in  1959.  In  Finland  and  in  France,  however, 
the  authorities  have  been  attempting  to  reduce  the 
deficits.  In  Finland  a  policy  of  stabilization  of 
expenditure  and  of  raising  tax  receipts  was  successful 
in  spite  of  the  need  to  introduce  measures  dealing 
with  rising  unemployment,  and  the  draft  budget  for 
1959  foresees  no  further  increase  in  expenditure.  In 
France  the  raising  of  some  taxes  and  the  pruning  of 
public  expenditure  brought  the  cash  deficit  below  its 
1957  level,  but  it  already  seems  clear  that  public 
expenditure  will  again  have  to  expand  substantially 
in  1959  and  that  it  will  not  be  possible  to  cover  more 
than  a  part  of  it  by  additional  tax  receipts. 


A  large  part  will  be  incurred  in  transactions  with  other 
countries. 


4.  Policies  and  Prospects 


The  recent  behaviour  of  the  major  sectors  of  demand 
does  not  warrant  any  expectation  of  a  general  and 
early  speeding  up  of  economic  activity  in  western 
Europe,  but  neither  does  it  point  to  a  general  con¬ 
traction. 

The  steps  taken  by  individual  industrialized  coun¬ 
tries  and  by  international  institutions  to  strengthen 
the  economies  of  overseas  primary-exporting  countries 
cannot  be  expected  to  do  more  in  the  near  future  than 
at  best  to  maintain  the  level  of  western  Europe’s 
exports  to  primary  producers.  Any  further  improve¬ 
ment  will  depend  on  the  recovery  of  demand  for 
primary  commodities  in  industrial  countries;  and  any 
rise  in  demand  in  western  Europe  following  renewed 
economic  expansion  there  is  not  likely  to  raise  prices 
for  some  important  raw  materials  in  view  of  the 
increase  in  the  supplies  available.  Following  the 
recent  trend,  exports  to  the  United  States  are  likely 
to  resume  their  increase,  the  rate  of  this  increase 
depending  on  the  pace  of  economic  recovery  in  that 
country.  The  assessment  of  the  short-term  economic 
prospects  for  western  European  countries  suggests 


that  no  significant  change  is  likely  to  occur  in  the 
volume  of  intra-western-European  trade. 

Although  the  improved  foreign  exchange  reserves 
of  most  western  European  countries,  and  the  achieve¬ 
ment  of  price  stability  in  some  of  them,  should  have 
removed  the  major  obstacles  in  the  way  of  a  more 
expansive  policy,  a  survey  of  policy  measures  taken 
in  recent  months  suggests  that  a  cautious  attitude  is 
still  being  maintained. 

Most  countries  have  lowered  discount  rates  and 
have  taken  steps  to  relax,  in  varying  degrees,  their 
credit  restrictions.  More  specific  measures  taken  in 
a  number  of  countries  so  far  remain  limited  in  scope 
and  do  not  show  much  evidence  of  an  intention 
vigorously  to  foster  expansion.  It  is  only  in  Finland 
that  a  more  comprehensive  programme  of  gradual 
expansion  is  being  pursued  within  the  limits  set  by 
the  objective  of  balance-of-payments  equilibrium.  The 
emphasis  is  on  the  stimulation  of  investment;  and 
the  export  industries,  mainly  in  the  areas  where  un¬ 
employment  is  large,  are  the  main  beneficiaries. 
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In  addition  to  the  spread  of  measures  to  facilitate 
residential  construction,  a  number  of  countries  have 
taken  other  steps  to  stimulate  investment.  Thus, 
Norway  somewhat  eased  control  over  capital  issues 
and,  with  Sweden,  has  released  blocked  funds  for 
investment  purposes. 

The  increase  in  the  investment  allowance  in  the 
Netherlands  last  April  appears  to  have  been  deemed 
adequate  to  induce  a  gradual  revival  of  investment 
and  no  further  steps  have  been  taken  in  this  direction. 
In  the  United  Kingdom  the  initial  tax  allowance  for 
investment  was  doubled  this  year  and  the  control  over 
capital  issues  relaxed ;  but  the  main  emphasis  of  recent 
measures  to  stimulate  over-all  demand  in  that  country 
has  been  placed  on  consumption  and  on  credit 
facilities  for  exports.  In  Denmark  consumption  is 
expected  to  benefit  from  the  introduction  of  a  system 
of  unsecured  personal  loans. 

In  the  remainder  of  this  section,  prospects  for 
certain  countries  will  be  discussed  in  the  order  followed 
in  Chart  1. 

In  the  United  Kingdom  a  number  of  measures  have 
been  taken  in  past  months  to  provide  some  stimulus 
to  total  demand,  the  main  objective  apparently  being 
to  encourage  private  consumption  rather  than  invest¬ 
ment.*®  Such  measures  as  have  been  taken  seem  likely 
to  provide  quite  a  substantial  addition  to  consumer 
demand  in  the  short  run  but,  in  the  case  of  the  aboli¬ 
tion  of  hire-purchase  restrictions,  this  would  be  only  a 
once-for-all  stimulus.  They  should,  however,  be 
sufficient  to  sustain  or  perhaps  add  slightly  to  the 
level  of  consumer  demand  and  in  due  course  this, 
together  with  the  increase  in  public  expenditure, 
should  be  at  least  sufficient  to  compensate  for  the 
almost  certain  decline  in  private  investment  in  manu¬ 
facturing  in  1959  and  a  continued,  though  probably 
slower,  decline  in  exports. 

In  view  of  the  time-lags  involved  in  transforming 
public  and  private  decisions  into  effective  demand, 
some  continuation  of  the  present  downward  movement 
of  over-all  production  and  employment  during  the 
coming  months  can  scarcely  be  avoided  and  indeed 
this  is  officially  expected.  But  assuming  that,  with  the 
present  level  of  stocks  and  the  somewhat  more 
optimistic  attitude  of  business,  changes  in  stocks  will 
be  a  less  depressive  factor,  it  may  reasonably  be 
expected  that  by  next  summer  total  demand  (including 
exports)  might  not  be  any  lower  than  in  the  first  half 
of  1958. 

Looking  somewhat  further  ahead,  it  may  be  that 
the  expansion  of  public  investment  and  of  consump¬ 
tion —  as  well  as  of  overseas  investment  —  will,  in 


”  However,  in  announcing  the  restoration  of  some  of  the 
former  cuts  in  public  investment,  official  statements  put  greater 
emphasis  on  the  direct  impact  on  employment  than  on  the 
secondary  effects  of  creating  additional  consumer  demand. 


due  course,  help  to  revive  private  investment;  and 
the  present  favourable  payments  situation,  which  is 
likely  to  continue  during  1959  (although  with  a  smaller 
surplus),  together  with  the  continued  under-utilization 
of  resources,  should  provide  sufficient  incentive  for 
any  public  action  necessary  to  encourage  further 
expansion.  Indeed,  only  official  concern  over  the 
possible  implications  for  wage  rates  of  a  renewed 
expansion  seems  to  be  preventing  more  positive 
action  at  the  present  time. 

In  Belgium  the  slowing  down  in  the  rate  of  economic 
expansion  in  western  Europe  was  felt  as  early  as  1956, 
through  its  effects  on  exports  mainly  of  steel,  coal, 
and  later  also  of  textiles,*®  and  industrial  production 
has  declined  since  the  spring  of  1957.  In  the  course 
of  1958,  however,  the  decline  in  economic  activity 
became  less  marked  despite  a  noticeable  weakening 
of  domestic  demand.  On  the  one  hand,  stocks  are 
reported  to  have  been  run  down  (with  the  exception 
of  coal  stocks)  and,  on  the  other,  investment  continued 
to  decline.  This  decline  was  esp)ecially  marked  for 
dwelling  construction  and  industrial  investment  which 
in  1957  was  already  somewhat  lower  than  in  1956. 
Consumer  expenditure,  supported  to  some  extent  by 
the  Brussels  World  Fair,  continued  to  increase 
although  at  a  lower  rate  ihan  previously.  Public 
expenditure  which  had  been  kept  in  check  in  1957 
as  an  anti-inflationary  measure,  appears  to  have 
begun  to  expand  moderately  and  the  draft  budget 
for  1959  foresees  a  marked  increase  in  such  expenditure. 

Some  months  ago  a  programme  of  expansion  was 
announced,  aiming  both  to  check  the  present  decline 
in  economic  activity  and  to  stimulate  longer-term 
expansion;  but  it  is  too  early  as  yet  to  say  whether 
such  measures  will  materialize  in  time  to  prevent  a  fur¬ 
ther  slackening.  There  is  no  other  evidence  that  an 
early  revival  of  economic  activity  can  reasonably  be 
expected,  even  though  there  are  indications  that  the 
recession  of  output  and  employment  was  less  marked 
after  the  middle  of  the  year.  At  best,  gross  national 
product  and  industrial  production  may  be  expected 
to  continue  at  their  present  low  rate  for  some  time  to 
come. 

Finland,  after  the  successful  devaluation  in  Septem¬ 
ber  1957  and  the  liberalization  of  imports  which 
followed  it,  entered  into  a  new  phase  of  development. 
The  short-term  costs  of  the  operation,  in  the  form  of 
lower  activity  and  decreased  private  consumption, 
have  been  considerable;  and  the  continuing  need  to 
meet  competition  from  abroad  and  to  sustain  the 
improved  position  of  the  export  industries  will 
certainly  require  a  changed  structure  of  investment.*® 

”  In  the  middle  of  1958  the  output  of  textiles  was  30  per  cent 
lower  than  a  year  previously. 

*®  In  addition,  the  industrialization  process  has  to  be  speeded 
up  in  view  of  the  very  large  new  entries  into  the  labour  market 
from  I960  onwards. 
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Increased  private  savings®^  and  a  restoration  of 
normal  conditions  on  the  money  market  would  render 
the  adjustment  process  easier  and  would  also  increase 
the  flexibility  of  the  capital  market  and  reduce  the 
need  for  public  financial  support  for  investment. 
In  view  of  the  cautiousness  of  the  measures  hitherto 
taken  to  expand  economic  activity  —  which  can  be 
ascribed  to  fear  of  further  wage-price  increases,  the 
weaker  export  markets  for  forest  products  and  the 
setback  in  the  building  sector  —  a  marked  revival  of 
economic  activity  is  unlikely  before  some  time  next 
year.  However,  it  would  appear  that,  in  general, 
the  improved  competitive  position  —  if  not  whittled 
away  by  new  wage  cost  increases  —  has  paved  the  way 
for  a  renewed  expansion  and  a  normalization  of  the 
foreign  trade  relations  of  the  country. 

In  the  Netherlands  the  measures  adopted  in  the 
early  part  of  1957  to  reduce  excess  demand  by  contract¬ 
ing  investment,  public  expenditure  and  private  con¬ 
sumption  yielded  rapid  results  as  from  the  second 
half  of  1957  and  continued  to  have  their  effects  in 
the  first  months  of  1958.®®  So  much  so  that  in  view 
of  the  decline  of  production  and  the  rise  in  unemploy¬ 
ment  caused  by  the  fall  in  domestic  demand  and  of 
the  remarkable  improvement  in  the  balance  of  pay¬ 
ments  and  foreign  exchange  reserves  noted  in  Section  2, 
steps  were  taken  in  the  first  months  of  1958  to  stimulate 
building  and  other  types  of  investment  and  to  expand 
somewhat  public  expenditure.  The  decline  in  produc¬ 
tion  appears  to  have  come  to  an  end  in  the  spring 
and  since  then  a  very  slow  revival  of  industrial  output 
and  employment  has  been  under  way;  stocks  decreased 
slightly  and  private  consumption  improved  a  little. 
It  is,  however,  expected  that  for  the  year  as  a  whole, 
investment  will  turn  out  to  be  lower  then  in  1957 
although  the  trend  is  now  upward.  Private  and  public 
consumption  are  likely  to  show  a  small  rise.®® 
The  continued  increase  in  exports  may  counterbalance 
the  probable  slight  decrease  in  total  domestic  expen¬ 
diture  caused  by  the  large  decline  in  investment  so 
that  gross  national  product  may  not  turn  out  to  be 
very  different  from  what  it  was  in  1957. 

While  one  may  expect  that  in  the  coming  months 
the  moderate  rise  in  public  expenditure,  private 
investment  and  private  consumption  will  continue, 
it  is  not  certain  whether  the  present  upward  movement 
of  exports  will  be  maintained.  It  is  nevertheless  likely 
that  even  in  the  absence  of  a  further  expansion  of 
exports,  a  gradual  improvement  on  the  domestic 
economic  scene  can  be  expected. 


In  1957  the  share  of  the  public  sector  in  total  net  savings 
amounted  to  56  per  cent. 

•*  See  Economic  Survey  of  Europe  in  1957,  Chapter  II,  pp.  33 
et  seq.,  and  Economic  Bulletin  for  Europe,  Vol.  10,  No.  1,  1958. 

**  See  “  De  Miljoenennota  1959  ”,  Econormsch-Statistische 
Berichten,  17  September  1958. 


In  western  Germany  the  rise  in  gross  national 
product  has  been  of  the  order  of  2  per  cent  in  the  first 
and  second  quarters  of  1958  compared  with  the 
corresponding  period  of  1957;  but  recently  contrasting 
movements  in  the  rates  of  growth  of  private  consump¬ 
tion  and  of  gross  fixed  investment  have  appeared. 
Whereas  more  slowly  rising  incomes  and  a  rise  in  the 
savings  ratio  have  slowed  down  the  growth  of  private 
consumption,  investment  increased  again  the  second 
quarter  after  a  decline  during  the  preceding  nine 
months  below  the  rate  in  the  corresponding  months 
of  the  previous  year:  more  recent  indications,  derived 
from  the  output  of  the  metal-using  industries  and 
from  orders  for  equipment,  suggest  a  definite  revival 
in  investment  activity.  It  is,  however,  questionable 
whether  investment  can  continue  to  speed  up  for  any 
length  of  time  unless  other  sectors  of  demand  come 
to  its  support.  One  positive  factor  is  the  continued 
rise  in  the  construction  of  dwellings,  and  public 
consumption  may  be  expected  to  resume  the  rapid 
increase  which  had  temporarily  ceased  in  the  second 
quarter  of  1958.  Export  demand,  on  the  other  hand, 
can  no  longer  be  expected  to  increase  in  the  near 
future  and  stock  formation  is  likely  to  decline.  On 
the  whole,  it  would  appear  that  a  moderate  rate  of 
over-all  growth  of  output  is  assured  for  the  near  future, 
and  the  price  stability,  which  has  recently  been  achieved, 
should  induce  the  authorities  to  regard  with  equanimity 
any  speeding  up  of  the  general  expansion. 

Official  estimates  presented  to  the  OEEC®‘  foresee 
a  rate  of  growth  of  gross  national  product  for  the 
whole  of  1958  of  3-3*/2  per  cent  and  this  would  imply 
a  speeding  up  of  the  rate  of  growth  in  the  second 
half  of  the  year  achieved  entirely  through  a  rise  in 
productivity,  since  only  a  small  increase  in  total 
employment  and  a  further  reduction  in  the  length  of 
the  working  week  are  to  be  expected.  Gross  fixed 
investment  for  the  year  as  a  whole  is  estimated  to 
rise  by  4  per  cent  and  this  too  would  require  a  much 
more  substantial  rate  of  growth  in  the  second  half 
of  1958  than  occurred  in  the  first  half.  The  expected 
increase  in  consumer  expenditure  by  3  per  cent,  on 
the  other  hand,  implies  a  continuation  of  the  trend 
apparent  in  the  first  half  of  the  year.  Forecasts  made 
for  1959  suggest  about  the  same  rates  of  growth  for 
total  gross  national  product,  and  for  the  different 
sectors  of  demand,  as  in  1958. 

According  to  first  estimates,  Italy's  gross  national 
product  is  expected  to  increase  by  3-3 per  cent  in 
1958  as  against  a  rise  of  5  VS  per  cent  in  1957.  In 
contrast  with  previous  years,  the  expansion  will  be 
achieved  largely  by  agriculture  and  services  while 
the  rate  of  increase  in  industrial  production  is  expected 


“  Economic  Conditions  in  Member  and  Associated  Countries 
of  the  OEEC,  Federal  Republic  of  Germany,  OEEC,  October 
1958. 
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to  be  no  more  than  2  per  cent,  as  against  7  per  cent  in 
1957.  The  growth  of  agricultural  income  stems 
mainly  from  the  more  abundant  wheat  crop  which 
will,  however,  aggravate  the  problem  of  the  wheat 
surplus.  The  sharp  slowing  down  in  the  rate  of 
industrial  expansion  is  mainly  due  to  the  fact  that 
investment  has  remained  at  about  the  same  level  as 
in  1957  while  it  rose  by  7 1/2  per  cent  in  1957  over  that 
of  1956.  Exports  of  manufactured  products  and 
domestic  consumption  continued  to  increase  but  at 
a  reduced  rate.  The  implementation  of  anti-defla- 
tionary  increases  in  public  expenditure  has  found  a 
major  obstacle  in  the  lack  of  technically  prepared 
public  investment  projects  and,  in  order  to  overcome 
this  difficulty  in  the  future,  the  Government  has 
decided  on  an  elaboration  of  a  “  basket  ”  of  projects 
ready  to  be  implemented  when  the  need  arises. 
Public  works  expenditures  have  been  increased 
by  15  per  cent  in  1958  but  the  programme  for  the 
industrialization  of  the  south  has  not  proved  to  be 
sufficiently  elastic  to  contribute  to  offsetting  short¬ 
term  private  business  fluctuations.  No  measures  have 
been  taken  to  stimulate  private  consumption,  since 
this  would  run  counter  to  the  basic  policy  objective 
to  free  as  large  a  share  of  resources  as  possible  for 
the  expansion  of  investment. 

In  France,  industrial  production,  after  reaching  a 
peak  in  April-May  1958,  has  declined  steadily  ever 
since.  In  the  third  quarter  of  1958  it  was  still  4  per 
cent  above  the  level  of  the  corresponding  quarter 
of  1957,  but  this  compares  with  rates  of  increase  of 
1 1  per  cent  and  8  per  cent  in  the  first  two  quarters  of 
this  year.  The  recent  downturn  was  due  to  a  decline 
in  both  domestic  and  export  demand.  The  fall  in 
real  wages  since  June  1957  and  the  very  rapid  rise  in 
food  prices  (especially  meat  and  wine)  reduced 
consumers’  demand  for  textiles  and  household  goods. 
Demand  for  investment  goods  began  to  slacken  only 
during  the  third  quarter,  partly  as  a  result  of  the 
reduction  in  consumers’  demand  and  partly  following 
the  severe  measures  of  credit  restriction  adopted  in 
February  of  this  year.“  The  reduction  of  the  budget 
deficit  also  had  a  strong  deflationary  impact.®*  The 
volume  of  exports  in  the  first  nine  months  of  1958 
was  4  per  cent  below  that  of  the  corresponding  months 
of  1957. 

The  aims  of  the  policy  measures  taken  since  the 


In  February  a  general  ceiling  was  placed  by  the  National 
Council  of  Credit  on  all  bank  advances. 

**  For  1958,  the  budget  deficit  will  be  about  600  billion 
francs,  compared  with  over  1,000  billion  francs  in  1956  and 
1957.  This  average,  however,  conceals  the  fact  that  during  the 
first  six  months  of  1958  the  Treasury  account  was  practically 
balanced  so  that  the  year’s  deficit  will  have  almost  entirely 
arisen  during  the  second  half  of  the  year. 


second  half  of  1957  have  been  officially  defined  as  an 
attempt  “  to  maintain  a  sufficient  volume  of  raw 
material  imports,  to  adjust  internal  demand  to  avail¬ 
able  resources  so  as  to  prevent  an  increase  in  prices; 
to  stimulate  exports  and  to  guarantee  the  volume 
of  investment  necessary  for  economic  expansion  ”.®’ 
Except  for  the  promotion  of  exports,  later  develop¬ 
ments  have  so  far  conformed  to  these  targets.  Prices 
have  been  practically  stable  for  the  past  six  months, 
wage  rates  have  been  increasing  at  a  much  slower 
rate  and  the  volume  of  private  consumption  has  been 
the  same  in  the  first  half  of  the  year  as  during  the 
same  period  in  1957,  while  for  the  year  as  a  whole 
an  increase  of  only  2  per  cent  is  expected  as  against 
an  average  annual  increase  of  5  per  cent  since  1950. 
Productive  private  investment  is  expected  to  increase 
by  6  to  7  p)er  cent  over  last  year,  in  spite  of  a  falling 
off  during  the  second  half.  If  the  decline  in  exports 
should  continue  in  consequence  of  falling  foreign 
demand,  and  if  consumption,  as  is  likely,  does  not 
achieve  a  higher  rate  of  growth,  private  investment 
may  well  decrease  further. 

The  balance-of-payments  deficit  in  1958  is  expected 
to  amount  to  only  about  half  of  the  1957  deficit 
($600  to  $700  million).  But  this  reduction  will  result 
more  from  an  improvement  in  the  balance  on  invisibles 
and  on  capital  account  than  from  an  improvement 
in  the  trade  balance  which  was  only  small  in  the  first 
nine  months  of  1958.  During  this  period  the  volume 
of  both  exports  and  imports  declined  by  4  per  cent 
below  the  level  of  the  corresponding  months  of  1957, 
and  the  terms  of  trade  improved  somewhat.  If  the 
weakening  of  domestic  demand  continues,  some 
further  improvement  in  the  trade  balance  is  to  be 
expected. 

It  would  thus  appear  that  whereas  in  western 
Germany,  Italy  and  probably  also  in  Austria,  moderate 
rates  of  expansion  will  be  maintained  and  in  the 
Netherlands  the  recent  slow  revival  of  economic 
activity  is  likely  to  continue,  a  further  slight  contrac¬ 
tion  is  to  be  expected  in  the  United  Kingdom  during 
the  coming  months,  a  change  towards  moderate 
expansion  being  likely  only  after  the  new  budget.  In 
most  other  countries  there  are  no  indications  of  any 
appreciable  changes  in  the  present  over-all  levels 
of  economic  activity.  In  France  where  the  levelling-off 
of  economic  activity  started  only  this  year  and  where 
it  affected  investment  only  in  the  third  quarter  of  1958, 
government  policies  will  be  the  main  factor  determin¬ 
ing  whether  or  not  the  present  downward  trend  is 
permitted  to  continue  in  1959. 


See  Deuxiime  compte  rendu  sur  1' execution  du  budget  et  les 
perspectives  economiques  et  financiires  de  1958,  Minist^re  des 
Finances  et  des  Affaires  Economiques,  Paris,  1958. 
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5.  Industry  and  Trade  in  Eastern  Europe  and  the  Soviet  Union 


The  Growth  of  Industrial  Output 

In  six  of  the  seven  countries  for  which  statistics  are 
available  for  January-September  1958  —  the  Soviet 
Union,  Poland,  Czechoslovakia,  eastern  Germany, 
Bulgaria  and  Albania  —  industrial  output  rose  very 
rapidly.  Not  only  were  the  increments  over  output 
in  the  same  months  of  the  previous  year  9  per  cent 
or  more  but  they  represented  above-plan  margins 
varying  from  2  per  cent  to  5  per  cent  of  gross  output 
in  the  period.®® 

In  the  countries  shown  in  Table  13,  metallurgical 
production  showed  a  consistent  7  per  cent  or  so 
increase,  with  fuel  and  power  output  rising  rather 
faster.  Eastern  Germany  was,  however,  a  partial 
exception :  hard  coal  and  power  showed  the  same  rate 
of  growth  as  ferrous  metals  but  brown-coal  output 
was  held  back  by  increasing  difficulties  of  extraction 
as  the  less  accessible  deposits  in  the  Senftenberg  area 
have  increasingly  to  be  used.  Polish  industry  con¬ 
formed  to  the  general  trend  —  in  gross  output  the 
increment  for  nine  months  was  9  per  cent  but  one  of 
10  per  cent  is  anticipated  for  the  year  as  a  whole,  com¬ 
pared  with  7  per  cent  planned,  and  coal  output  has  been 
running  above  schedule  —  but  Hungary  has  exhibited  a 
much  slower  expansion.  For  the  first  half  of  the  year, 
industrial  output  (whether  measured  gross  or  net) 
remained  at  the  level  of  the  third  quarter  of  1957  — 
when  the  pre-revolution  tempo  had  been  regained  — 
but  it  was  6  per  cent  above  this  level  in  the  third 
quarter.®®  Despite  this  slower  over-all  growth,  the 
evolution  of  metallurgical  and  of  energy  output  was 
the  same  as  elsewhere  in  eastern  Europe:  the  nine- 
months  average  for  pig  iron  for  steel-making  was  7, 
and  for  steel  9  per  cent,  above  that  of  the  third  quarter 
of  1957  but  coal  extraction  —  as  a  result  of  a  deliberate 
cut-back  during  the  summer  —  rose  by  just  6  per 
cent.  The  similarity  in  these  sectors  in  the  face  of 
slower  over-all  growth  reflects  the  Hungarian  concen¬ 
tration  of  expansion  on  heavy  industry,  deriving 
from  a  shift  of  resources  towards  investment  and 
exports.  The  acceleration  of  output  of  heavy  industry 
during  the  year  has  been  about  the  same  as  that  of 


The  very  sizeable  increment  in  Albania  (18  per  cent)  was 
exactly  in  line  with  the  plan. 

When  the  net  index  moved  a  point  ahead  of  the  gross, 
implying  a  relative  decrease  in  the  share  of  inputs  from  agricul¬ 
ture  and  abroad. 

"  Cf.  the  last  issue  of  this  Bulletin,  p.  7. 


the  food  industry  —  but  from  a  higher  starting  point 
relative  to  1957  —  while  light  industrial  output  has 
not  changed: 

Gross  output  in  Hungary: 

Third  quarter  of  1957  =  100 


January-  April-  July- 

March  June  September 

Heavy  industry  .  .  102  106  111 

Light  industry  .  .  101  99  102 

Food  industry  93  92  102 


Source:  Statisztikai  havl  Kozleminyek,  No.  8,  19S8. 

In  no  other  country  of  eastern  Europe  was  the 
growth  of  heavy  industrial  output  so  much  ahead  of 
the  consumers’  goods  branches.  In  the  Soviet  Union, 
however,  the  nine-month  index  for  manufactured 
consumers’  goods  was  6  per  cent  and  for  food  process¬ 
ing  4  per  cent  above  the  1957  average.  Output  in 
the  rest  of  industry,  however,  grew  by  about  12  per 
cent,  to  which  building  materials  and  engineering 
(with  indexes  up  by  25  and  14  per  cent  respectively) 
were  the  major  contributors.  In  eastern  Germany 
and  Czechoslovakia  heavy  and  light  industrial  output 
grew  more  or  less  together  at  the  over-all  rate  of  12  per 
cent,  while  the  pattern  of  producers’  goods  output 
revealed  contrasts  between  a  rapid  expansion  of 
engineering  (in  eastern  Germany  especially  of  the 
metal-intensive  branches  such  as  heavy  machinery 
and  shipbuilding)  and  slow  increases  among  basic 
materials.  Export  demand  from  the  Soviet  Union 
kept  engineering  order  books  full  in  these  two  coun¬ 
tries,  even  though  sales  of  machinery  in  western 
European  markets  were  less  than  anticipated.  In 
Bulgaria,  output  of  producers’  goods  seems  to  have 
expanded  at  the  same  rapid  rate  as  that  of  consumers’ 
goods,  but  the  six  months’  data  for  Rumania  now 
available  show  light-industrial  growth  to  have  been 
ahead  of  the  heavy  sectors,  with  the  margin  smaller 
in  the  second  than  in  the  first  quarter.  In  Poland 
consumers’  goods  output,  at  12  per  cent  over  the  1957 
level,  was  well  ahead  of  the  8  per  cent  rise  in  production 
of  producers’  goods. 

Where  the  industrial-index  classification  is  by  branch, 
rather  than  by  product,  the  rate  of  growth  of  produc¬ 
tion  in  light  industry  understates  the  expansion  of 
consumers’  goods  output  because  of  the  continuing 
growth  of  production  of  metal-made  items  for  the 
retail  market.  Every  country  of  the  region  has  been 

**  Six  months’  data  for  other  eastern  European  countries  were 
presented  in  Table  I  (p.  2)  of  the  last  issue  of  the  Bulletin. 
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Table  13.  —  Industrial  production  in  the  Soriet  Union  and  eastern  Europe  in  1958 


Industry 


Unit 


Soviet  Union 


January-September 


Jan.-Scpt.| 
Quantity  1957" 

too 


Plan 
for  year 


Quantity 


Bulgaria 


January  Scrtc-nberj 


Jan.  '  ?pt.;  for  year 
Quantity  195.—  i^T  ^ 
100  I  Quanuty 


Czechoslovakia 


January-Sepre 


Jan.-SaptJ  for  year 
Quantity  1957  =  i”  ; 

100  Quantity 


Mining 

Hard  coal . 

Brown  coal . 

Million  tons 

^  371 

108 

490 

J  9.4 

107 

12.0 

20.2 

40.8 

107 

113 

25.1 

51.8 

Electric  power . 

MiUion  MWh 

145 

113 

231 

2.2 

114 

3.0 

14.1 

no 

19.5 

Basic  materials 

Pig  iron . 

Million  tons 

29.1 

106 

39.1 

0.08 

2.8 

106 

3.8 

Crude  steel . 

40.8 

108 

53.6 

0.15 

132 

0.20 

4.1 

107 

5.6 

Rolled  products  . 

31.9 

108 

41.7 

0.10 

122 

0.13 

2.8 

108 

3.8 

Chemical  industry 

Nitrogenous  fertilizers . 

Thousand  tons 

|9  200‘^ 

107 

106.7 

118 

162 

61.9“* 

126  “ 

108.6  * 

Phosphate  fertilizers . 

51.6 

100 

78.2  “  4 

105  “ 

120.4  4 

Building  materials 

Cement . 

Million  tons 

24.4 

115 

0.68 

105 

0.88 

3.0 

106 

4.1 

Bricks . 

Billion 

0.45 

115 

1.58 

109 

2.35 

Light  and  food  industries 

Cotton  fabrics . 

Million  metres 

4  300 

104 

123.8 

111 

162 

298.8 

109 

412.7 

Woollen  fabrics . 

225 

107 

10.4 

105 

13.5 

31.6 

112 

42.9 

Silk  fabrics . 

633 

105 

5.0 

107 

42.1 

111 

Leather  footwear . 

Million  pairs 

263 

112 

4.8* 

128 

5.6* 

22.9“ 

125  “ 

32.4 

Paper  . 

Thousand  tons 

1  700 

106 

35.2 

103 

267.2  “ 

109“ 

407.2 

Meat . 

1  700 

no 

90.6 

119 

111.7 

286 

100 

Gross  output  of  all  industry  .  .  . 

Percentage  rise 
over  correspond¬ 
ing  period  of 

10 

8 

17 

11.5 

12 

8 

previous  year 

1 

Eastern  Germany 

1  Hungary 

Poland 

Industry 

Unit 

January-Scptcn-.bcrj 

Plan 

1  January-Septembetj 

Plan 

January-August 

Plan 

Jan.-Sept.| 

for  year 

Quantity 

Jul.-Sept.| 

for  year 

Jan.-Aug. 

for  year 

(^Entity 

1^57**  1 
100  1 

Quantity 

1957  • 

rate  =  100; 

Quantity 

(Quantity 

100 

Quantity 

Mining 

Hard  coal . 

Million  tons 

2.2 

108 

1 

|l8.1 

106 

24.2 

62.7 

100 

93.6 

Brown  coal . 

160.0 

100 

218.5 

4.7 

123 

7.6 

Electric  power . 

MiUion  MWh 

23.9 

106 

34.9 

4.7 

108 

6.5 

15.1 

113 

23.0 

Basic  materials 

Pig  iron . 

MiUion  tons 

1.3 

107 

1.7 

0.72 

107 

2.5 

101 

3.9 

Crude  steel . 

2.0" 

104“ 

1.2 

109 

3.7 

105 

5.6 

Rolled  products  . 

1.5“ 

107  “ 

2.2 

0.79 

no 

1.06 

2.4 

101 

3.7 

Chemical  industry 

Nitrogenous  fertilizers . 

Thousand  tons 

214.0“* 

104  “ 

315.5  * 

93 

171 

131 

145.2* 

111 

243.3  * 

Phosphate  fertilizers . 

90.1  “4 

103  “ 

155 

143 

94.4  4 

100 

164.1  4 

Building  materials 

Cement . 

MiUion  tons 

2.6 

102 

3.8 

0.96 

95 

1.3 

3.26 

115 

5.1 

Bricks . 

Billion 

1.57 

101 

2.36 

1.01 

72 

1.55 

100 

3.2 

Light  and  food  industries 

Cotton  fabrics . 

MiUion  metres 

136.0“' 

101  “ 

164' 

96 

389.8 

105 

603.1 

Woollen  fabrics . 

33.2' 

19' 

97 

25.1 ' 

51.5 

102 

77.2 

Silk  fabrics . 

2.94'/ 147 

4.25'/ 

17.2' 

112 

61.6 

106 

91.9 

Leather  footwear . 

MiUion  pairs 

14.7 

112 

18.6 

11.2* 

no 

15.1  * 

22.6 

118 

32.9 

Paper  . 

Thousand  tons 

317.6  “ 

103  “ 

81.9 

102 

281.5 

106 

439.8 

Meat . 

370.9  “ 

102  “ 

114 

107 

676.4 

119 

971.4 

Gross  output  of  all  industry  .  .  . 

Percentage  rise 
over  correspond¬ 
ing  period  of 

11 

7 

15  * 

^  ^  1 

7  * 

9 

7 

previous  year 

Sources :  Plans  and  plan  fulfilment  reports,  monthly  and  quarterly 
bulletins. 

a  January-August. 

In  pure  nitrogen  content, 
e  Including  potassium  fertilizers. 

In  pure  phosphate  content, 
e  Million  square  metres. 


/  Perlon  fabric  only, 
r  All  footwear. 

A  State  industry. 

The  percentage  rise  in  July-September  1958  over  the  rate  in  July-September 
1957  is  7  per  cent  if  the  food-processing  industry  is  included  and  8  per  cent 
if  it  is  excluded. 


developing  a  radio  industry/*  nine  months’  output 
of  sound  radio  receivers  ranging  from  92,000  in 
Bulgaria  to  2.9  million  in  the  Soviet  Union,  and  the 
trend  was  rapidly  rising  everywhere  except  in  Hungary. 
The  4  per  cent  increment  in  that  country’s  output  was 
sold  abroad  and  production  for  the  home  market  fell 
slightly:  in  the  nine  months  of  1958,  336,000  sets 
were  manufactured  and  80,000  exported  whereas 
317,000  were  made  in  1957  and  56,000  exported. 
Television  receivers  continued  to  show  big  percentage 
increases  where  production  is  established;  but,  even 
at  the  711,000  produced  in  January-September,  Soviet 
output  was,  for  example,  only  half  the  British  output 
for  the  same  period,  and  the  Czechoslovak  increment 
of  68  per  cent  over  the  first  nine  months  of  last  year 
did  not  bring  output  up  to  the  100,000  mark.  The 
production  of  motor-cars  and  domestic  electrical 
equipment  also  continued  to  show  a  sharp  upward 
curve. 

Bigger  supplies  of  such  durable  consumers’  goods 
have  led  to  the  introduction  of  hire-purchase  schemes ; 
their  limitation  in  most  countries  to  household  equip¬ 
ment  is  to  be  explained  by  a  desire  to  help  those  setting 
up  house  for  the  first  time  to  purchase  at  the  fairly 
high  prices  still  prevailing.  On  25  September  deferred- 
payment  arrangements  for  radios,  washing-machines 
and  refrigerators  were  introduced  in  Rumania 
(repayments  running  from  6  to  12  months)  and  on 
11  September  a  credit  plan  for  furniture,  radios  and 
other  household  goods  (but  applicable  only  to  newly¬ 
weds)  was  announced  in  Albania.  The  Albanian 
plan  required  a  50  per  cent  deposit  and  carried  6  per 
cent  interest,  but  the  credits  may  run  for  as  long  as 
five  years.  In  Hungary  a  scheme  for  higher-priced 
varieties  of  consumer  durables  was  introduced  on 
1  September  (television  sets  were  added  in  October): 
down-payments  vary  from  20  to  40  per  cent  and 
charges  are  scaled  from  6  per  cent  for  6  month  repay¬ 
ments  to  8  per  cent  for  1 8  months.  Similar  arrangements 
were  introduced  in  Czechoslovakia  during  November 
(25  per  cent  deposit,  4  per  cent  interest  on  one-year 
credit,  more  extended  terms  being  available  for  very 
high-priced  goods);  preference  is  given  to  large 
families  and  those  attested  by  their  trade  union  or 
co-operative.  In  eastern  Germany,  on  the  other  hand, 
sales  on  the  hire-purchase  system  introduced  at  the 
end  of  1956  have  decreased  in  recent  months.*® 

The  Balance  of  Trade 

The  more  industrialized  countries  of  the  group 
benefited  from  the  fall  in  basic  commodity  prices  in 


The  6,500  radios  being  sold  in  Albanian  shops  this  year 
are,  however,  imported. 

*’  Goods  in  very  short  supply,  like  television  sets,  are  not 
so  financed. 


western  markets  but  the  preponderance  of  long-term 
price  arrangements  in  the  bulk  of  the  trade  limited 
the  extent  of  the  change.  The  improvement  in  Hun¬ 
garian  terms  of  trade  was  equal  to  a  saving  of  230 
million  foreign  exchange  forints  ($20  million)  on  the 
January- August  import  bill,  viz.,  foreign  purchases 
were  6  per  cent  greater  than  planned  without  any 
above-plan  expenditure.  In  trade  with  western  Europe 
and  overseas  in  the  first  seven  months  of  the 
year,  import  prices  declined  by  14.9  per  cent  while 
unit  values  for  exports  rose  2.7  per  cent.  Together 
with  a  vigorous  export  drive,  this  resulted  in  export 
earnings  (for  January-September)  being  600  million 
foreign  exchange  forints  more  than  planned.  The 
value  of  exports  thus  exceeded  imports  by  28  million 
forints:  an  unfavourable  balance  of  570  million 
forints  had  been  anticipated  for  these  nine  months, 
although  autumn  and  winter  exports  had  been  ex¬ 
pected  —  given  a  normal  harvest  —  to  convert  this 
to  a  positive  current  balance  of  350  million  forints 
for  the  year  as  a  whole.  The  windfall  improvement  in 
the  terms  of  trade  seems  to  have  contributed  to  the 
Government’s  decision  in  August  to  enlarge  domestic 
capital  formation,**  while  modest  repayment  of  the 
foreign  debt  contracted  in  1957  has  begun  four 
years  ahead  of  the  original  schedule.*® 

Czechoslovakia’s  unfavourable  balance  of  trade  in 
the  first  nine  months  of  1957  was  converted  into  a 
substantial  favourable  balance  in  the  first  nine  months 
of  1958;  the  value  of  exports  rose  from  7,073  million 
crowns  in  the  three  quarters  of  1957  to  7,970  million 
this  year,  while  imports  fell  from  7,109  million  crowns 
to  6,977  million.  Whereas  in  the  first  nine  months 
of  1957  the  trade  balance  of  machinery  and  equipment 
was  a  net  export  of  1,711  million  crowns,  it  rose  to 
2,134  million  crowns  in  the  corresponding  period 
of  1958. 

In  Poland,  the  terms  of  trade  moved  adversely,  with 
coal  export  prices  falling,  but,  in  contrast  to  the  two 
preceding  years,  the  value  of  food  exported  again, 
exceeded  the  value  of  food  imports.*®  The  expansion 
of  food  exports  can  be  attributed  to  the  growth  of 
agricultural  production  and  would  have  been  still 
larger  had  there  been  more  home  food-processing 
capacity. 

The  eastern  German  balance  in  intra-German  trade 
deteriorated  during  the  first  seven  months  of  1958. 
Whereas  imports  from  western  Germany  during 
January-July  1957  had  totalled  DM  367  million,  they 
were  DM  466  million  in  the  same  period  of  1958. 
Exports  to  western  Germany  were  the  same  in  both 
seven-month  periods  (viz.  DM  476  million)  and  there 


**  See  Section  7  below. 

Nepszava,  12  November  1958. 

Cf.  Economic  Survey  of  Europe  in  1957,  Table  XXXllI. 
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was  thus  virtually  no  reduction  in  the  swing  debts 
accumulated  by  previous  imbalance: 

Purchase  of  goods  and  services  in  intra-German  trade 

Millions  of  DM 

By  eastern  By  western 
Gerniiiny  Germany 

1955  .  .  .  562.6  587.9 

1956  .  .  .  699.2  653.4 

1957  ...  845.9  817.3 

Source  :  Sialistlsches  Jahrbuch  fur  die  Bundesrepublik  Deutschland,  1958. 

Western  Germany  has  declined  to  extend  the  swing 
limits  of  the  current  trade  agreement  and  the  monthly 
figures  show  a  decline  in  western  German  purchases. 

A  cold  reception  was  given  to  an  eastern  German 

6.  Crop  Production  and  Farm  Policy  in 

Eastern  European  Harvests 

Adverse  weather  conditions,  such  as  a  late  spring  — 
with  subsequent  delays  in  sowing  —  and  floods  or 
drought  during  the  summer,  were  common  experience 
in  eastern  European  countries  this  year.  Their 
impact  on  final  harvest  results,  however,  varied 
greatly,  not  only  from  country  to  country  but  also 
between  crops.  Polish  plant  production  exceeded  even 
its  1957  record  and  eastern  Germany  obtained  a  very 
satisfactory  grain  harvest  while  Hungary  harvested 
less  bread  grain  than  in  any  of  the  ten  preceding 
years ;  and  fruit  and  grapes  fared  generally  better  than 
grain  and  root  crops  (see  Table  14). 

Spring  sowings  of  grain  suffered  more  than  winter 
crops  from  the  late  spring  and  summer  drought  and, 
with  maize  badly  affected  in  Rumania  and  Bulgaria, 
the  grain  harvest  was  poorest  in  the  southern  countries. 

In  Hungary,  nearly  600,000  tons  less  of  wheat  and 
rye  were  harvested  than  last  year;  and  imports  of 
bread  grain,  which  had  been  brought  down  to  less  than 
150,000  tons  during  the  last  agricultural  year,  are 
expected  to  rise  again  to  some  400,000-500,000  tons. 
Feed-grain  supplies  are  nearly  800,000  tons  lower  and, 
although  supplies  of  green  and  coarse  fodder  have 
increased,  they  will  hold  back  livestock  production, 
the  current  expansion  of  which  reflects  last  year’s 
exceptionally  good  fodder  crop.  A  net  migration  of 
village  population  to  industrial  areas  of  86,000  in  the 
first  half  of  1958  (following  outflows  of  107,000  and 
104,000  in  the  first  and  second  halves  of  1957)  may 
have  contributed  to  the  decline  in  agricultural  pro¬ 
duction. 

The  gradual  displacement  of  grain  in  Bulgaria  by 
export  produce  —  such  as  tobacco,  tomatoes,  fruit 
and  grapes  —  and  a  severe  summer  drought  brought 
about  a  fall  of  600,000  tons  in  maize  production  and 


proposal  to  import,  in  supplement  to  the  existing 
agreement,  DM  550  million  of  hard  coal,  steel,  chemi¬ 
cals,  footwear  and  textiles,  against  deliveries  of  brown- 
coal  briquettes,  wheat,  sugar  and  pork  during  1959-60. 
Although  the  operation  would  have  assisted  those 
west  German  industries  suffering  from  excessive 
stocks,  the  commercial  credit  implied  was  unaccep¬ 
table  to  the  Federal  Government.  In  November, 
however,  pressed  by  the  west  German  Miners’ 
Union,*’  the  Government  enlarged  the  current  quotas 
by  a  million  tons  of  hard  coal  on  the  one  side  and, 
inter  alia,  a  million  tons  of  brown-coal  briquettes 
on  the  other  (the  east  German  proposal  had  included 
four  million  tons  each  way). 

"  The  Times,  London,  19  November  1958. 

Eastern  Europe  and  the  Soviet  Union 

a  slight  decline  in  the  bread-grain  crop.  Grain  imports, 
not  needed  last  season,  are  likely  in  the  coming  year 
to  be  of  the  order  of  120,000  tons  of  wheat  and  200,000 
tons  of  maize.  Rough  estimates  of  the  Rumanian 
crop  indicate  that  wheat  and  rye  are  likely  to  yield 
a  fair  average  —  some  three  million  tons  —  but  that 
the  maize  harvest  is  less  satisfactory.  In  Poland  a 
small  increase  in  the  sown  area  and  more  intensive 
cultivation  oflTset  a  cold  spring,  heavy  rain  and  floods. 
The  aggregate  of  the  four  main  grains  was  very  slightly 
higher  than  the  1957  record;  and  imports  of  grain, 
cut  by  500,000  tons  to  1,150,000  tons  last  season,  may 
be  further  reduced  next  year.  A  good  grain  harvest 
in  eastern  Germany  —  some  450,000  tons  more  than 
last  year  and  slightly  above  the  previous  peak  of 
1955  —  is  likely  during  the  coming  season  to  halt  the 
steady  increase  in  import  requirements  which  in 
1957/58  attained  1.7  million  tons.  The  Czechoslovak 
bread-grain  crop  ranks  as  the  second  lowest  in  the  last 
nine  years,  but  coarse  grain  —  especially  oats  and 
maize  —  fared  better:  the  somewhat  surprising  cut 
of  300,000  tons  in  import  requirements  of  bread  grain 
scheduled  for  1958/59  may  be  attributed  to  the  accumu¬ 
lation  of  adequate  stocks  from  last  season’s  1,450,000 
tons  of  imports.  Deliveries  to  the  State  from  the 
Albanian  grain  crop  were  reported  greater  than 
planned. 

Indications  suggest  that  sugar  beet  has  done 
reasonably  well  but  that  potato  supplies  are  not  good, 
except  in  Hungary  where  the  potato  as  well  as  the 
beet  harvests  were  reasonably  good. 

In  Poland,  with  the  sown  area  enlarged  but  sugar 
content  somewhat  reduced,  a  very  good  beet  crop, 
only  very  little  below  last  year’s  level,  will  make  possible 
exports  of  some  140,000  tons  of  sugar,  as  compared 
with  180,000  tons  in  1957/58.  In  eastern  Germany, 
where  the  planned  increase  in  area  sown  was  not 


Table  14 


Sown  area  and  crop  production  in  eastern  Europe 


Area  (thousands  of  hectares) 

Production  (thousands  of  tons) 

1956 

1957 

1958 

1956 

1957 

1958 

Bulgaria 

Wheat . 

1  375 

1  460 

1  717 

2  395 

2  352 

Barley . 

259 

258 

263 

343 

479 

416 

Maize  for  grain . 

791 

782 

719 

1056 

1  494 

910 

Table  grapes . 

21 

78 

97 

127 

Apples . 

313 

81 

198 

Czechoslovakia 

Wheat . 

722 

740 

738 

1  541 

1  525 

1  350 

Rye,  including  meslin . 

515 

518 

498 

1  050 

948 

921 

Barley . 

668 

668 

669 

1  408 

1  362 

1  215 

Oats  and  mixed  grain . 

539 

535 

507 

1  034 

899 

905 

Maize  for  grain . 

183 

168 

180 

399 

445 

476 

Sugar  beet . 

222 

227 

234 

4  585 

6  775 

6250* 

Potatoes . 

630 

628 

607 

9  635 

8  756 

7  149 

Hops . 

8.9 

8.4 

8.6 

4.9 

4.8 

7.0 

Grapes . 

22.8 

22.4 

34.1 

70 

95 

Apples . 

16.8  « 

15.8  “ 

315 

115 

419 

Eastern  Germany 

Wheat . 

391 

420) 

1  534 

1086 

1  259 

1  362 

Rye . 

1  122 

1  099| 

2  299 

2  231 

2  353 

Barley . 

330 

322 

834 

896 

929 

Oats . 

456 

456 

1  112 

999 

1  144 

Sugar  beet . 

225 

230 

223 

4  324 

6  465 

6  330 

Potatoes . 

820 

810 

775 

13  565 

14  529 

12  489 

Hungary 

Wheat . 

1  388 

1  246 

1  190 

1  845 

1  959 

1  487 

Rye . 

440 

421 

377 

494 

4£7 

371 

Barley . 

407 

481 

542 

644 

961 

735 

Oats . 

117 

171 

179 

176 

263 

192 

Maize  for  grain . 

1  162 

1  345 

1  302 

2  033 

3  234 

2  739 

Sugar  beet . 

116 

84 

109 

1  948 

1  878 

2  050  * 

Potatoes . 

220 

240 

240 

2  055 

2  707 

2  500  * 

Table  grapes . 

60 

80 

Apples . 

160 

125 

Poland 

Wheat . 

1464 

1  441 

1  480 

2121 

2  318 

2  344 

Rye . 

4  964 

5064 

5  226 

6  558 

7  435 

7  346 

Barley . 

777 

778 

746 

1  131 

1  227 

1  196 

Oats . 

1  595 

1  737 

1  711 

2  259 

2  540 

2  657 

Sugar  beet . 

364 

338 

356 

6  428 

7  605 

7  472 

Potatoes . 

2  713 

2  763 

2  757 

38  052 

35  090 

35  836 

Sources  :  Statistical  bulletins,  daily  press,  direct  communications  from  Note.  —  For  figures  for  earlier  years,  see  Economic  Bulletin  for  Europe^ 

governments  and  Die  Wirtschaft,  26  November  1958.  Vol.  9,  No.  3,  Table  6,  p.  13. 

“  Million  trees. 


fulfilled,  the  beet  yield  was  285  q/ha,  against  295  q/ha 
in  1957  and  the  usual  difficulties  in  storage,  loading, 
transport  and  unloading  at  refineries  have  again  been 
reported  as  causing  serious  losses.  A  very  good  crop 
of  sugar  beet  is  forecast  in  Czechoslovakia  from  an 
area  slightly  greater  than  last  year’s  although  the  sugar 
content  is  lower. 


Better  potato  yields  in  Poland  (bringing  in  750,000 
tons  more  despite  a  slight  reduction  in  plantings) 
contrast  with  moderate  to  poor  crops  in  eastern 
Germany  and  Czechoslovakia.  Delays  were  reported 
from  eastern  Germany,  where  yields  fell  from  179  q/ha 
last  year  to  161  q/ha  and  the  area  was  also  somewhat 
reduced.  The  situation  seems  the  worst  in  Czecho* 
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Slovakia,  where  at  the  beginning  of  November  only 
half  the  year’s  planned  supplies  for  food  had  been 
procured  —  instead  of  nearly  all,  as  is  usual,  at  that 
time  of  year.  In  these  two  countries,  given  the  low 
elasticity  of  demand  for  human  consumption  and  the 
large  proportion  of  potatoes  normally  used  as  feed, 
pig-breeding,  already  inadequate  for  home  meat 
consumption,  is  likely  to  suffer. 

The  little  that  is  known  about  green  and  root 
vegetables  this  year  is  that  in  Hungary  the  cold  and 
dry  spring  has  put  the  best  expectations  at  no  more 
than  average  and  that  in  Czechoslovakia  the  prospects 
are  quite  good;  the  fruit  and  grape  harvest  has  been 
excellent,  especially  in  the  fruit  and  wine  exporting 
countries.  Hungary,  again,  is  the  exception :  the  harvest 
of  cherries,  prunes  and  summer  apples  is  about  medium, 
but  that  of  apricots  and  winter  apples  (both  important 
export  fruits)  much  below  average  (see  Table  14). 
In  Bulgaria,  both  higher  yields  and  an  extension  of 
vineyards  and  orchards  led  to  a  30  per  cent  increase 
in  the  production  of  table  grapes  and  a  more  normal 
production  level  for  apples.  A  surprisingly  high 
share  —  more  than  three-quarters  —  of  this  year’s 
grape  production  is  officially  estimated  as  being  avail¬ 
able  for  export,  which  would  thus  reach  100,000 
tons,  as  compared  with  less  than  half  this  quantity 
during  1957/58.  An  excellent  grape  harvest,  of  over 
one  million  tons,  is  forecast  by  Rumania  and  this  will 
greatly  enlarge  supplies  of  grapes  for  wine-making. 
The  Polish  apple,  pear  and  plum  crop  was  so  large 
that  a  market  could  not  be  found  for  all  of  it. 

In  Albania,  great  efforts  have  been  made  to  extend 
cotton-growing:  as  a  new  crop  for  many  co-operative 
farms  —  themselves  in  many  cases  of  recent  origin 
—  its  cultivation  and  harvesting  have  presented  some 
difficulties.  By  5  November  only  79  per  cent  of  the 
planned  picking  had  'oeen  completed. 

The  Soviet  Crop 

Good  to  excellent  growing  conditions  in  all  the  major 
grain-producing  regions  —  an  exceptional  state  of 
affairs  which  justified  very  favourable  appreciations 
of  the  standing  crop  —  were  followed  in  the  second 
half  of  August  and  September  by  extremely  bad 
weather,  rain,  frost  and  snow  coming  at  harvest-time 
over  large  areas  of  the  new  lands  in  the  east.  Wind¬ 
rowing  of  grain  in  these  areas  was  started  on  a  large 
scale  in  the  second  half  of  August,  but  precipitation 
in  September  hindered  the  picking  and  threshing  of 
grain  lying  in  windrows:  nearly  half  the  harvested 
grain  in  the  main  producing  areas  of  Siberia  and 


‘"Only  11  per  cent  of  cotton  plantations  in  1958  were  on 
private  farms. 

*’  A  record  crop  of  grain,  exceeding  that  of  1956,  was  predicted 
in  early  August  (cf.  Pravda,  11  August  1958). 


Table  15 


State  procurement  of  grain  in  the  Soviet  Union 

Millions  of  tons 


1953 

1956 

1957 

1958  a 

Total . 

31.1 

54.1 

35.4 

57.2 

of  which : 

Ukraine . 

4.6 

6.5 

9.0 

Kazakhstan  .... 

2.4 

16.1 

15.6 

RSFSR  . 

32.4 

22.6 

31.6 

of  which : 

Urals  and  Siberia  .  . 

7.7 

18.3 

Sources  :  Dostizhenia  Sovelskol  vlasli  za  40  let  v  tsifrakh,  p.  156;  Selskoe 
Khozyaistvo,  28  September  1957;  speeches  by  Mr.  Khrushchev  in  Pravda, 
15  and  16  October  1958;  Pravda,  6  November  1958. 

“  Up  to  1  November. 

Kazakhstan  was  still  'ying  in  the  fields  as  late  as 
25  September  and  at  least  3.5  million  hectares  of  it 
had  been  lying  for  more  than  twenty-six  days.®®  The 
chronic  lag  in  building  grain  elevators  in  these  regions 
added  to  the  likelihood  of  loss  after  threshing  and  the 
unusually  moist  condition  of  grain  led  to  substantial 
losses  before  drying.  Farms  have  been  severely 
criticized  where,  after  direct  combining,  grain  with 
20  per  cent  impurities  and  30  per  cent  moisture  content 
was  delivered  straight  to  state  procurement  centres 
instead  of  going  to  cleaners  and  driers.  Windrow 
harvesting  generally  eliminates  the  need  for  special 
drying  and  this  is  of  particular  importance  for  the 
Soviet  Union  (and  notably  for  the  grain-producing 
areas  in  the  east)  where  cleaning,  drying  and  other 
post-harvest  operations  are  little  mechanized  and 
require  more  labour  input  than  the  whole  cultivation 
and  harvesting  of  grain.®^ 

Although  barn  crop  and  deliveries  to  the  State  in 
the  eastern  regions  will  not  exceed  their  bumper  level 
of  1956,  they  will  not  be  much  below  it.  The  good 
prospects  in  the  south  were  converted  into  excellent 
barn-yields,  and,  as  a  result  of  increased  deliveries 
from  the  Ukraine,  the  northern  Caucasus  and  the 
Volga  basin,  some  6  per  cent  more  grain  than  in  the 
previous  record  year  (1956)  had  been  procured  by 
the  state  by  1  November  (see  Table  15). 

Grain  production  may  not  have  exceeded  the  1956 
level  by  as  great  a  margin  as  procurement  but  it  is 
officially  stated  to  be  the  largest  in  Soviet  history. 
The  aggregate  share  ot  consumption  on  farms  is 
thus  likely  to  have  been  somewhat  reduced.  The 


*®  Deduced  from  statistics  in  Selskoe  Khozyaistvo,  3  and  28 
September  1958. 

“  By  1  September  only  21  per  cent  of  planned  new  elevator 
capacity  had  been  opened:  27  per  cent  fulfilment  in  the  RSFSR 
but  a  mere  4  per  cent  (or  5,500  tons  storage)  in  Kazakhstan 
(Stroitelnaya  Gazeta,  10  September  1958). 

‘"Cf.  Voprosy  Ekonomiki,  No.  4,  1958,  p.  51  ft. 
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Table  16 

Co-operative  farms  in  eastern  Europe 


End-of-month  figures 


1 

Number  of  1 

co-operative  farms  ! 

i 

1 

Incorporated 

households 

Area  of  co-operative  j 
farms  (Thousands  | 
of  hectares)  j 

Average  size  i 
of  advanced-  i 
type  farms 

Percentage 
of  total  area 

Advanced- 
type  farms 

Total  1 

Thousands 

Advanced-  ^ 

type  farms 

Hectares  ^ 

Co¬ 

operatives 

Socialist 

sector 

Albania 

j 

! 

1956  December . 

881  1 

37 

142  j 

161 

31 

34 

1957  December . 

1  698  1 

73 

267  1 

157 

58 

61 

1958  October . 

1  935 

98 

345  1 

178 

75 

78 

Bulgaria 

1 

1 

1956  December . 

3  100 

911  i 

3  704  ' 

1  195  ! 

77 

1957  October . 

3  158  1 

996  } 

4 140  1 

1311  i 

87 

90 

1958  August . 

3  200  j 

1  000  ; 

4  455 

1  392  j 

93 

96* 

Czechoslovakia 

1 

1956  December . 

8  016 

8  172 

395  “ 

2  236  2  239 

279 

30 

47 

1957  December . 

11  090 

11  249 

656  « 

3  462  3  482 

312 

48 

66 

1958  October . 

12  099 

835  “ 

4  205  ! 

348 

58 

75 

Eastern  Germany 

! 

,  1 

1 

1 

1956  December . 

5  260 

6  281 

220* 

1413  1501 

269 

23 

30 

1957  December . 

5  554 

6  691  j 

230  * 

1  545  1  632 

278 

25 

34 

1958  June  . 

6  022 

8  069 

281  * 

1  782  1  926 

296 

1958  September . 

9  518 

35 

Hungary 

1956  September . 

3  907 

4  857 

273 

1  283  1  442 

328 

20 

30 

1956  December . 

1  617 

2  089 

98 

520  597 

322 

8 

18 

1957  December . 

2  557 

3  394 

133 

692  820 

271 

11 

21 

1958  September . 

2  841 

3  633 

144 

796  901 

280 

12 

22 

Poland 

1956  September . 

10  203 

212 

2  009 

i  197  c 

9 

22 

1957  December . 

1  726 

I  25 

240 

i  139  c 

1 

13 

1958  June  . 

1  704 

i  '' 

227 

133  c 

1 

14 

Rumania 

1 

i 

1956  December . 

2  565 

10  710 

1  684 

!  1  066  1  844 

1  416 

1  13 

38 

1957  December . 

2  875 

14  608 

1  1 453 

1  582  3  608 

1  550 

1  25 

51 

1958  June  . 

2913 

15  272 

j  1  659 

1  689  3  999 

!  580 

I  28 

1 

54 

Note.  —  Area  relates  to  agricultural  area  except  in  Albania  where  it 
relates  to  arable  area. 

“  Membership;  advanced  type  of  co-operatives  only. 

Membership. 

r  Average  size  of  all  co-operative  farms. 

area  under  grain  in  state  farms  rose  from  22.4  million  to  more  than  one-third  of  total  state  procurements, 

hectares  in  1956  to  35.5  million  hectares  in  1957  Moreover,  the  higher  purchase  prices  offered  by  the 

and  was  about  the  same  this  year,  although  the  total  state,  and  the  farms’  needs  for  money  to  buy 

area  sown  to  grain  in  the  country  was  almost  the  equipment®^  from  the  machine  and  tractor  stations, 

same  this  year  as  in  1956.  State  farms,  which  gener-  probably  induced  collective  farms  to  sell  to  the  state 

ally  deliver  to  the  state  a  higher  share  of  their  grain  as  much  grain  as  would  have  been  delivered  under  the 

than  collective  farms,  have  increased  their  deliveries  former  procurement  system  (i.e.,  including  the  former 

in  Kazakhstan  and  the  RSFSR  from  14  million  payments  in  kind  to  the  MTS).“ 

tons  in  1956”  to  21  million  tons  this  year  —  i.e., 

“  Which  accounted  for  more  than  90  per  cent  of  all  state  **  below  for  other  calls  on  farm  corporate  incomes, 
farm  deliveries.  ‘‘  Cf.  the  last  issue  of  this  Bulletin  (Vol.  10,  No.  2,  pp.  17-18). 


Sources  :  Economic  Survey  of  Europe  in  1957,  Chapter  I,  p.  7,  and  statis¬ 
tical  bulletins,  plan  fulfilment  reports,  Bashkimi,  10  October  1958,  Rabotni- 
chesko  Delo,  5  and  6  September  1958,  and  Rud^  Prdvo,  9  and  20  November 
1958. 
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The  latest  estimates  of  the  sugar-beet  crop  are 
even  higher  that  the  very  optimistic  earlier  forecast 
and  are  as  much  as  50  million  tons  (or  25  per  cent 
more  than  last  year’s  record  crop).”  By  1  November, 
43  million  tons,  or  1 1  per  cent  more  than  the  year’s 
plan,  had  already  been  delivered.  Storage  and  trans¬ 
port  bottlenecks  in  face  of  this  bumper  crop  meant 
that  a  lot  of  beets  had  to  be  stored  in  the  open,  with 
some  consequent  loss.  The  main  bottleneck  is,  how¬ 
ever,  in  refining  for,  although  beet  throughput  will 
be  10  million  tons  more  than  in  1957,  processing 
capacity  —  which  met  needs  only  after  a  refining 
season  prolonged  into  each  following  year  —  is  just 
1  million  tons  greater.  The  additional  beet  supplies 
will  be  disposed  of  this  year  by  a  further  extension  of 
the  processing  season,  by  the  utilization  of  some  beet 
as  fodder  and  —  for  the  first  time  in  the  Soviet  Union 
—  by  sending  beet  for  reduction  into  alcohol. 

The  cotton  crop  this  year  is  moderate :  deliveries 
from  Uzbekistan  —  the  ’argest  cotton-producing  re¬ 
public  in  the  Soviet  Union  —  were  delayed  by  the  late 
spring  and  retarded  growing  period  but  at  1  November 
country-wide  procurements  amounted  to  3.2  million 
tons,  or  slightly  more  than  at  the  same  time  last  year. 
Harvests  of  oilseeds,  flax,  hemp  and  potatoes  and 
other  vegetables  seem  to  be  good  and  the  fruit  crop 
has  again  been  large  enough  to  overwhelm  certain 
local  procurement  agencies. 


counselled  in  the  Soviet  Union,®®  Bulgaria  has  also 
been  particularly  attracted  by  the  huge  Chinese  amal¬ 
gamation  drive:  by  the  end  of  September  180,000 
existing  co-operative  farms  in  China  had  already  been 
amalgamated  to  9,000  communes  with,  on  average, 
some  4,500  households  per  commune. 

Albania  and  eastern  Germany  have  shown  the 
quickest  pace  of  collectivization  this  year.  In  Albania, 
as  Table  16  shows,  the  share  of  arable  land  in  collec¬ 
tives  has  risen  from  58  per  cent  to  75  per  cent  and  five 
southern  regions  have  declared  virtually  complete 
collectivization.*^  New  regulations  on  the  organiza¬ 
tion  and  remuneration  of  labour  on  co-operative 
farms  were  issued  during  the  summer,®^  modelled 
closely  on  the  revised  farm  statutes  introduced  two 
years  ago  in  the  Soviet  Union.  Local  councils  have 
been  given  wider  powers  of  control  over  collective 
farms  in  their  areas. 

More  than  one-third  of  the  agricultural  land  of 
eastern  Germany  now  belongs  to  the  co-operatives, 
as  against  one-quarter  at  the  end  of  1957.  Whereas 
in  past  years  new  members  were  recruited  mostly 
among  non-land-owners,  and  the  larger  part  of  the 
land  added  to  co-operative  farms  had  been  handed 
over  by  the  state,  the  bulk  of  the  nearly  300, 000- 
hectare  increase  in  the  agricultural  land  of  farm  co¬ 
operatives  during  the  first  half  of  1958  ®®  has  been 
accounted  for  by  the  larger  numbers  of  land-owning 
peasants  entering  co-operatives  (see  Table  17):  by 


The  Extension  of  Farm  Collectivization 

Collectivization  continues  to  be  a  major  element  of 
government  agricultural  policy  in  all  eastern  European 
countries  ®®  though  it  is  applied  with  less  immediacy  in 
Poland. 

In  Bulgaria,  with  collectivization  nearing  completion 
(93  per  cent  of  arable  land  is  collectivized  and  state 
farms  take  some  of  the  rest)  a  new  policy  of  amalga¬ 
mation  of  the  existing  collective  farms  was  introduced 
this  year.  Although  the  average  size  of  a  Bulgarian 
collective  farm  is  already  over  1,000  hectares,  and  there¬ 
fore  by  far  the  largest  in  Europe  outside  the  USSR, 
the  objective  is  to  build  up  farms  of  several  thousand 
hectares  apiece  within  two  to  three  years.  Since  the 
beginning  of  the  year,  1,392  collective  farms  have 
already  been  amalgamated  into  511  larger  farms.  If 
this  follows  an  earlier  Soviet  example  initiated  around 
1950,  which  has  brought  collective  farms  to  an  average 
size  of  1,800  hectares  and  has  recently  again  been 


ibid.,  p.  15. 

Sakharnaya  Promyshlennost,  No.  9,  1958,  p.  1. 

Pravda,  15  October  1958. 

A  conference  of  the  Council  for  Mutual  Economic  Assis¬ 
tance  devoted  to  agricultural  co-operatives  was  held  in  Bucharest 
from  1  to  9  October. 


Table  17 


Social  origin  of  co-operative  farm  members 
in  eastern  Germany 

Thousands  at  end  of  year  or  month 


Land-owning 

peasants 

Agricultural  and  industrial 
workers  without  land" 

Total 

1955  . 

80 

117 

197 

1956  . 

89 

131 

220 

1957  . 

94 

135 

229 

1958  June  .  . 

124 

157 

281 

Sources :  Statistical  Yearbook,  1957,  p.  369,  and  plan  fulfitment  reports, 
o  Including  unspecified  professions. 


*®  Talking  to  collective  farmers  in  Kalinovka,  his  birthplace, 
Mr.  Khrushchev  advised  them  to  merge  farms  up  to  an  average 
of  2,500-3,000  hectares — farms  which,  he  claimed,  were  the  most 
suitable  for  efficient  utilization  of  machinery  and  an  increased 
productivity  (Pravda,  21  October  1958). 

A  drive  to  bring  private  shopkeepers  into  retail  co-operatives 
has  also  been  launched.  The  6rst  results  (covering  August- 
September)  show  the  areas  where  farms  are  already  collec¬ 
tivized,  the  south  and  the  littoral,  to  be  the  most  receptive  to 
the  new  drive. 

**  Per  Bujqesine  Socialiste,  No.  9,  1958,  pp.  5-10. 

**  As  compared  with  only  a  132,000  ha  increase  in  the  whole 
of  1957. 
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September  they  were  more  than  half  the  aggregate 
membership,  whereas  at  the  beginning  of  the  year  they 
numbered  41  per  cent.  Many  of  them,  however, 
adhered  **  only  to  the  loosest  form  of  farm  co-operative 
(Type  I),  which  accounted  for  71  per  cent  of  co¬ 
operative  farms  newly  created  during  the  first  half 
of  the  year.  Even  so  such  farms  now  account  for  only 
7  per  cent  of  the  area  of  all  co-operatives. 

By  admission  of  new  members,  but  also  by  amalga¬ 
mation  of  existing  farms,  advanced-type  co-operative 
farms  are  increasing  steadily,  if  slowly,  in  size  and 
now  comprise  on  average  350  hectares.  The  creation, 
on  a  voluntary  basis,  of  much  larger  farms  of  500, 

1 ,000  or  more  hectares  is  officially  considered  as  already 
feasible,  although  in  some  places  doubts  seem  to 
exist  about  the  availability  of  both  management 
personnel  and  machinery  stock  to  make  this  practicable 
on  a  large  scale  at  present.*® 

In  Rumania  the  loosest  form  of  farm  co-operative 
was  the  most  dynamic  element  in  last  year’s  collec¬ 
tivization  drive ;  they  now  account  for  80  per  cent  of 
the  total  number  and  for  more  than  half  the  agricul¬ 
tural  land  within  co-operatives.  The  amount  of  com¬ 
munal  work  in  these  loose-type  co-operative  farms  has 
been  subjected  to  government  criticism  *®  as  being 
unsatisfactory  but  it  has  been  stated  that  compulsion 
should  not  be  exercised  over  members  of  such  farms. 
Similarly,  it  has  been  stated  that  no  formal  pressure 
is  to  be  put  on  advanced-type  co-operative  farms  to 
amalgamate;  they  now  average  570  hectares,  or  the 
minimum  stated  as  needed  for  efficient  mechanized 
farming.®’ 

In  Czechoslovakia,  after  the  strong  collectivization 
drive  in  the  second  half  of  last  year,®*  co-operative 
farming  continued  to  extend  rapidly  during  the  first 
ten  months  of  1958  (see  Table  16).  The  need  to 
obviate  the  continuously  increasing  shortage  of 
manpower  in  agriculture  by  the  most  rational  distribu¬ 
tion  of  the  available  supply  helps  to  explain  the  official 
policy  of  accelerating  the  collectivization  of  those 
still  working  on  holdings  smaller  than  two  hectares; 
many  of  these  must  have  been  members  of  families 
with  an  outside  occupation  which  it  is  hoped  will  be 
abandoned  in  favour  of  farming.  Such  smallholders 
constitute  a  small  share  of  those  having  abandoned 
private  farming  during  last  year’s  drive,  and  during 


**  The  more  extreme  instances  of  heavy  pressure  on  peasants 
to  enter  collective  farms  were  stigmatized  in  the  press — e.g., 
where  party  agitators  had  distributed  leaflets  castigating  as 
traitors  peasants  who  did  not  join  collective  farms. 

See  speech  by  Mr.  W.  Ulbricht,  Der  Fveic  Bauer,  12  October 
1958. 

*•  Sctnteia,  4  April  1958  and  Problcme  Economice,  No.  9, 
1958,  p.  11. 

*’  Lupta  de  clasd.  No.  9,  1958,  p.  40. 

*•  Cf.  Survey  for  1957,  Chapter  I,  p.  8. 


1957,  as  the  following  figures  show,  the  proportion 
they  formed  of  the  private-sector  labour  force  rose 
from  23  to  29  per  cent. 


Thousands  permanently 

Increase  (  +  )  or 

occupied  In  farming 

decrease  (—)  as 

(Census  of  1  February 

compared  with  IS 

Total  (excluding  MTS 

1958) 

December  1956 

workers)  . 

of  which-. 

1  692 

-64 

State  sector  .... 
Co-operative  farms 

193 

-8 

(types  III  and  IV) 

683 

+311 

Private  farms  .  .  . 

of  which: 

816 

-367 

up  to  2  ha  .  .  .  . 

238 

-33 

2.01  -  5  ha  ...  . 

280 

-111 

5.01  -  10  ha  .  .  . 

221 

-135 

10.01  -  15  ha  .  .  . 

61 

-63 

More  than  15  ha  .  . 

16 

-25 

Source:  Statisticki  Zprdvy,  No.  4,  1958,  p.  23. 


By  contrast,  an  increasing  number  of  smallholders 
joined  collective  farms  during  the  first  half  of  the 
year,  but  holdings  with  less  than  two  hectares  repre¬ 
sented  in  October  some  80  per  cent  of  the  700,000 
private  farms  located  in  villages  already  having 
collective  farms  and  more  than  50  per  cent  of  the 
260,000  farms  in  villages  without  any  co-operative 
farms  (mainly  in  border  or  mountainous  areas).®* 
The  great  number  of  private  farms  in  areas  where 
co-operative  farming  has  already  been  established  is 
slowing  down  the  consolidation  of  the  existing  co¬ 
operative  farms.  In  the  near  future  the  greater  part 
of  the  expansion  in  collective  farming  will  continue 
to  be  accounted  for  by  an  enlargement  of  existing 
farms  and,  consequently,  the  average  size  of  co¬ 
operative  farms  can  be  expected  to  continue  its 
upward  trend. 

Czechoslovak  commentators  have  echoed  the  criti¬ 
cism  raised  in  Rumania  last  year,’®  that  too  high 
a  share  of  farm  income  was  distributed  in  kind, 
thereby  disminishing  money  income  and  consequently 
the  share  thereof  set  aside  for  investment,  formally 
prescribed  at  10-15  per  cent.  In  1957  in  the  Czech 
lands  43  per  cent  of  all  co-operative  farms  allocated 
to  their  indivisible  funds  less  than  7  per  cent  of  their 
gross  money  income;’^  in  Rumania  47  per  cent  allo¬ 
cated  less  than  10  per  cent  to  such  funds  and  10  per 
cent  set  nothing  at  all  aside.’*  M.  Gheorghiu-Dej,  in 
a  speech  on  agricultural  problems  in  Constanta,’* 
proposed  that  to  counter  this  attitude  a  share  not 
only  of  the  money  income,  but  also  of  that  distributed 
in  kind  should  be  allocated  for  collective  purposes; 
but  no  regulations  in  this  sense  have  yet  been  made 
public.  In  Czechoslovakia  it  is  understood  that  the 


*’  Rude  Prdvo,  16  October  1958. 

Lupta  de  Clasd,  No.  10,  1957,  p.  26. 
Rudi  Prdvo,  1  November  1958. 

’*  Probleme  Economice,  No.  9,  1958,  p.  6. 
’*  Sctnteia,  4  April  1958. 
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next  cong’^ess  of  collective  farmers,  to  be  held  in 
March  1959,  is  likely  to  modify  the  model  rules  of 
collective  farms  to  encourage  investment  and  reduce 
the  work  done  by  collective  farmers  on  their  private 
plots  and  the  share  of  income  received  therefrom. 

In  Hungary  the  farm  co-operative  movement 
showed  a  moderate  but  steady  expansion  throughout 
this  year  and  the  intake  of  land  per  newly-entering 


member  seems  to  have  been  particularly  high.  The 
policy  towards  co-operatives  seems  to  be  still  deter¬ 
mined  primarily  by  economic  considerations  and  takes 
the  form  of  effective  support  to  existing  co-operatives 
rather  than  pressure  for  rapid  numerical  expansion. 


For  instance,  the  consumption  of  artificial  fertilizer  is 
reported  to  have  doubled  in  comparison  with  the  farm  years 
1956/57  and  1957/58. 


7.  Investment  in  Eastern  Europe  and  the  Soviet  Union 


Eastern  Europe 

On  16  August  the  Hungarian  Economic  Council 
decided  to  raise  the  year’s  plan  for  gross  fixed  invest¬ 
ment  by  1.7  billion  forints  (or  15.6  per  cent),  for  capital 
renewals  by  0.5  billion  forints  (8.7  per  cent),  and  for 
short-term  credits  by  140  million  forints.  The  ful¬ 
filment  of  this  additional  investment  will  require 
extra  imports  of  machinery,  as  well  as  increments  in 
domestic  engineering  and  building  materials  output 
and  construction  activity.’®  In  the  first  half  of  the 
year  —  thanks  to  very  good  performance  in  June  — 
investments  were  14  per  cent  above  the  volume  in 
the  first  half  of  1957,  and  represented  42  per  cent  of 
the  original  version  of  the  year’s  investment  plan.  The 
composition,  moreover,  showed  a  return  to  a  more 
normal  proportion  of  machinery  to  building:  whereas 
equipment  represented  18.6  per  cent  of  gross  fixed 
capital  formation  in  the  first  half  of  1957  (when  58.8 
per  cent  was  in  construction),  it  was  25.8  per  cent 
(52.8  per  cent  in  building)  in  the  first  six  months  of 
this  year.  The  ratio  of  completed  to  newly  started 
capital  projects  has,  moreover,  risen. 

In  the  first  half  of  this  year  a  continued  expansion 
of  Czechoslovak  engineering  output  was  the  over¬ 
whelming  contributor  to  the  9.6  per  cent  increment 
in  state  investment,  for  construction  work  rose  by 
only  2  per  cent  as  against  planned  rises  of  1 1  per  cent 
and  12  per  cent  respectively  for  the  year  as  a  whole. 
Instead,  therefore,  of  the  decline  planned  (from  37  per 
cent  last  year  to  34  per  cent  for  the  full  year  1958), 
the  proportion  of  equipment  within  aggregate  new 
capital  formation  rose  from  33  per  cent  in  the  first 
half  of  1957  to  35  per  cent  in  the  same  period  of  this 
year.  Moreover,  engineering  exports  rose  22  per  cent 
by  volume  in  January-September  1958  (compared 
with  the  corresponding  period  of  1957)  and  domestic 
supplies  were  compensated  only  by  a  6  per  cent  rise 
in  the  volume  of  imports  of  such  goods;  the  increment 
in  engineering  exports  —  in  1958  foreign-exchange 


’‘Of  the  1.5  billion  forints  capital  increment  specified  by 
mid-September  120  million  would  be  accounted  for  by  equip¬ 
ment  imports,  260  million  by  domestically  produced  machinery, 
and  720  million  by  construction  (Figyelo,  16  September  1958). 


prices  —  was  no  less  than  eight  times  the  addition 
to  imports. 

The  eastern  German  increment  in  aggregate  gross 
investment  during  the  first  three  quarters  was  15  per 
cent,  compared  with  the  same  period  last  year,  but 
the  volume  of  construction  work  was  behind  schedule. 
In  Poland  the  volume  of  state  investment  in  January- 
August  was  2.8  per  cent  greater  than  in  the  same 
months  of  last  year,  but  building  work  declined  by 
1  per  cent  while  equipment  installed  rose  by  12  per 
cent.  Nine  months’  statistics  published  by  Bulgaria 
show  a  shortfall  in  the  investment  plan  of  13  per  cent, 
though  investments  were  still  19  per  cent  greater 
than  in  the  same  period  of  1957. 

The  Investment  Problem  in  the  Soviet  Union 

Official  projections  of  Soviet  national  product  and 
investment  activity  for  the  year,  published  in 
November,  show  increments  over  1957  of  8  and  1 1 
per  cent  respectively  —  an  increase  in  the  share  of 
accumulation  —  but  the  central  problem  of  investment 
policy  was  of  long-term  rather  than  current  allocations. 

A  draft  outline  of  the  Soviet  Seven-year  Plan  ”  did 
not  appear  until  14  November  and  the  delay  until  then 
in  publishing  the  project  —  prolonging  the  absence 
of  a  long-term  plan  from  the  Soviet  statute-book  to 
eight  years  —  reffected  the  inadequacies  of  the 
investment  proposals  in  each  successive  plan-draft. 
The  outline  “  directives  ”,  adopted  respectively  by  the 
nineteenth  and  twentieth  congresses  of  the  Communist 
Party  of  the  Soviet  Union  on  the  Fifth  and  Sixth 
Five-year  Plans,  postulated  output  targets  for  the 
final  year  which  were  unattainable  with  the  capital 
inputs  planned  over  the  five  years.  In  the  Fifth  Plan 
(1951-1955)  it  was  the  agricultural  targets  —  and, 
consequently  in  a  nearly  closed  economy,  the  goals 
for  most  consumers’  goods  —  which  were  unreal,  while 


’*  Quoted  by  Mr.  Mikoyan,  6  November  1958  {Izvestia, 
7  November  1958). 

’’The  draft  long-term  plans  published  between  June  and 
November  in  the  Soviet  Union,  Poland,  Czechoslovakia, 
eastern  Germany  and  Albania  (all  to  1965)  and  Bulgaria  (to 
1962)  will  be  discussed  in  the  Economic  Survey  of  Europe  in 
1958. 
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in  the  Sixth  Plan  (due  to  run  until  1960)  it  was  the 
industrial  output  targets  which  were  impossible,  given 
in  both  cases  the  capital  allocations  to  other  sectors. 
The  Fifth  Plan  was  neither  enacted  nor  re-drafted, 
once  its  shortcomings  had  become  apparent,  for  the 
government  changed  (at  Stalin’s  death)  soon  after 
the  adoption  of  the  directives,  which  remained  effec¬ 
tive  only  for  the  execution  of  certain  of  its  objectives 
(notably  in  heavy  industry,  rail  transport,  housing  and 
public-health  investment). 

The  inadequacy  of  the  capital  allocations  —  not 
only  in  volume,  but  also  in  composition  —  for  meeting 
the  industrial  goals  of  the  Sixth  Five-year  Plan 
Directives  was  recognized  by  the  Party  Centra! 
Committee  in  December  1956  and  a  revised  draft  was 
ordered  for  presentation  to  the  Supreme  Soviet  by 
mid-1957.  Changes  in  the  Committee’s  composition 
intervened  in  June  1957,  however,  and  in  September 
it  was  decided  to  draw  up,  by  1  July  1958,  a  seven-year 
plan  to  cover  both  the  remaining  years  of  the  defunct 
Sixth  Plan  and  the  subsequent  quinquennium.  For 
a  few  months  there  was  a  certain  ambiguity  over  the 
partial  validity  of  the  former  draft  and  its  succession 
by  a  plan  for  1961-1965,  which  was  not  finally  dispelled 
until  a  year  later.  The  deadline  of  July  1958  was  not 
met,  but  on  10  August  a  text  of  the  Plan  was  promised 
by  Gosplan  for  discussion  at  the  XII  Trade  Union 
Congress,  scheduled  to  open  on  27  October.  As  no 
text  was  ready  for  that  date  the  Congress  was  formally 
postponed  at  a  meeting  of  the  Trade  Union  Central 
Committee  on  14  October;  the  effective  decision 
on  postponement  had,  however,  been  taken  by  the 
Party  Central  Committee  in  early  September,  when 
it  resolved  to  present  a  draft  1959-1965  Plan  to  an 
extraordinary  (XXI)  Party  Congress  in  January  1959. 

The  view  that  this  latest  delay  in  elaborating  a 
plan-draft  is  associated  with  capital  allocation  problems 
is  based  primarily  upon  the  major  pronouncement  on 
investment  policy  made  by  the  Chairman  of  the 
Council  of  Ministers,  Mr.  Khrushchev,  three  weeks 
before  the  meeting  of  the  Central  Committee  just 
mentioned  and  only  ten  days  before  a  meeting  of  the 
Presidium  of  the  Central  Committee.  He  said  that  the 
capital  cost  of  a  thermo-electric  plant  was  some 
1,000  roubles  perkWof  capacity*^  against  the  4,000- 
6,000  roubles  of  a  hydro-electric  station  and  that  the 


Revised  investment  plans  for  light  industry  covering  the 
last  two  years  of  the  Plan  were  enacted  by  decree  in  1953,  but 
were  tacitly  repealed  when  the  administration  again  changed  in 
1955.  Decrees  supplementing  farm  investment  were  promulgated 
in  1953  and  subsequently. 

Pravda,  7  September  1958. 

*®  Speech  at  the  opening  of  the  hydro-electric  station  at 
Kuibyshev  on  10  August  1958. 

®^The  Director  of  the  Thermal  Power  Institute  specified  a 
standard  thermal  cost  at  1100  roubles  perkW  installed,  but  said 
that  new  projects  could  reduce  this  to  620  or  500  roubles  (Pravda, 
18  August  1958). 


programme  for  new  hydro-electric  construction  would 
therefore  be  suspended  for  an  unstated,  but  limited, 
number  of  years.  The  very  wide  disparity  between 
capital  costs  of  the  various  types  which  he  quoted 
seems  exaggerated  in  the  light  both  of  Soviet  figures 
quoted  by  Academician  Strumilin,  which  showed 
hydro  plants  as  some  2'/2  times  more  costly  than 
thermal  plants,  and  of  western  European  experience: 
aggregates  for  member  countries  of  the  Organization 
for  European  Economic  Co-operation  showed  ratios 
of  1.8  for  plants  being  built  in  1954-1958  and  2.3 
for  plants  being  built  in  1957-1960.®®  Similarly, 
Mr.  Khrushchev  appeared  to  minimize  the  com¬ 
plementary  margin  in  prime  costs.  He  quoted  the 
ten-year-old  Gorki  hydro  plant  for  a  cost  per  kWh  of 
2.5  kopecks,  whereas  in  east  Siberian  and  Kazakh 
thermal  plants,  based  on  cheap  local  coal,  the  cost 
was  “  not  much  dearer  ”.  Strumilin  quoted  average 
costs  of  2.2  kopecks  per  kWh  for  hydro-electric  plants 
(0.4  kop.  at  the  Bratsk  plant)  and  10  kop.  for  thermal 
plants,  which  incidentally  he  showed  to  be  subsidized 
by  profits  on  hydro  power  at  the  ruling  sales  price  of 
9.9.  kop.  per  kWh.®^ 

The  impression  was  thus  given  that  the  figures 
were  quoted  as  special  pleading  for  a  general  rate-of- 
interest  directive  to  the  compilers  of  the  Seven-year 
Plan,  transcending  the  detail  of  the  sector  concerned; 
the  case  of  electric  power  investment  had,  moreover, 
become  the  exemplar  for  both  groups  of  protagonists 
in  the  controversy  on  investment  criteria.  This  is 
one  of  three  mutually  linked  controversies  which 
have  been  revolutionizing  Soviet  economic  thought  in 
recent  years.  That  on  investment  criteria  has  had  two 
phases;  ®®  the  discussion  on  the  practical  application 
of  the  labour  theory  of  value  to  the  price  structure 
reached  a  peak  intensity  last  year  while  that  on  the 
elucidation  of  the  theory  itself  crystallized  at  a  meeting 
of  the  Institute  of  Economics  to  discuss  the  draft 
third  edition  of  the  textbook  on  political  economy 
in  September  1957.®®  In  its  relation  to  capital  alloca¬ 
tion  the  price-formation  debate  evinced  strong 
support  (Kronrod,  Malyshev,  Strumilin  etc.)  for  a 
form  of  charge  on  capital  (and  indeed  also  on  land  in 


S.  Strumilin,  Economie  et  Politique,  July-August  1958. 

The  Electricity  Supply  Industry  in  Europe,  OEEC,  Paris, 
1955  edition.  Table  13;  1958  edition,  pp.  24-25. 

These  figures  are  confirmed  by  the  average  1955  cost 
(9.4  kop.)  from  all  sources  given  in  Energetik,  No.  6,  1956. 

The  formal  closure  of  the  first  debate  (on  the  efficiency  of 
capital  investment)  by  an  editorial  in  Voprosy  Ekonomiki, 
No.  3,  1954,  made  no  concessions  to  the  new  ideas  put  forward; 
but  a  fresh  discussion  under  a  variant  title  (on  the  efficiency  of 
introducing  new  technique)  opened  in  ibid..  No.  8,  1956,  and 
was  continuing  through  1958  in  the  same  journal;  a  major 
contribution  by  Academician  Strumilin,  as  has  already  b^n 
mentioned,  appeared  in  a  French  marxist  review. 

**  Reported  at  length  in  Voprosy  Ekonomiki  No.  11,  1957; 
the  radical  changes  proposed  by  the  drafting  committee  were, 
however,  hotly  contested. 


the  sense  of  scarce  natural  resources),  in  order  to 
counter  the  bias  induced  among  Soviet  decision¬ 
makers  to  substitute  capital  for  labour.  The  capital- 
efficiency  debate  contrasted  inter  alia  Chukhanov’s 
theory  of  “  blockage  ”  (whereby  an  investment 
maturing  earlier  is  to  be  preferred  to  one  which 
“  sterilizes  ”  capital  resources  for  a  longer  period) 
with  Strumilin’s  measurement  of  capital  input  against 
the  reduction  in  future  current  inputs  discounted  by 
the  rate  of  growth  of  labour  productivity.  Chukhanov 
argued  for  thermal  power  stations  and  Strumilin  for 
hydro  plants,  and  the  implication  may  be  drawn  that 
the  Government  has  accepted  the  Chukhanov  conten¬ 
tion  in  face  of  the  theoreticians  and  the  Ministry  of 
Electric  Power  Stations,  which  had  prepared  its 
Seven-year  Plan  draft  on  the  basis  of  a  continuing 
expansion  in  the  share  of  hydro  power.®’ 

The  dichotomic  views  of  sovnarkhozy  and  the 
central  authorities  on  the  share  of  non-productive 
capital  formation  may  also  have  prolonged  the  elabora¬ 
tion  of  the  investment  plan  for  1959-1965.®®  On  13 
August  Pravda  began  a  series  of  criticisms  (which 
were  taken  up  elsewhere  in  the  press)  of  regional 
economic  councils  for  reallocating  capital  funds  from 
heavy  industrial  sites  to  social  objectives.®®  At  the 
same  time  the  August  issue  of  Planovoe  Khozyaistvo 
carried  regulations  of  the  State  Planning  Commission 
making  central  permission  essential  for  any  non¬ 
productive  investment.  These  regulations  were  written 
into  a  decree  published  on  5  October  which  indicated 
that  the  long-term  housing  plan  published  in  August 
1957  was  not  to  be  affected  by  the  restrictions.®® 

The  policy  of  switching  towards  less  capital- 
intensive  projects  was  accompanied  by  measures  to 
raise  the  rate  of  saving  in  the  non-state  sector.  Col¬ 
lective  farms  are  being  asked  to  repay  credits  extended 
for  the  purchase  of  MTS  equipment;  in  a  speech  at 
Rostov  on  17  October  Mr.  Khrushchev  observed  that 
in  the  oblast  only  21.5  million  roubles  had  been  paid 
for  391  million  roubles’  worth  of  machinery  and  that 
the  good  harvest  should  permit  many  farms  to  pay 

Cf.  the  Minister’s  article  in  Gidrotekhniclieskoe  Stroitelstvo, 
No.  1,  1958,  which  stated  that  by  1972  24  per  cent  of  power 
generation  would  be  from  hydro  stations;  a  paper  in  ibid.. 
No.  10,  1958,  by  V.  Karpenko;  and  a  survey  of  the  plan  draft 
in  Energetik,  No.  7,  1958.  On  24  August  Stroitelnaya  Gazeta 
reported  that  the  Electric  Power  Ministry  was  preparing  projects 
for  230  new  thermal  plants. 

The  Economic  Committee  of  the  Soviet  of  Nationalities, 
which  is  a  sounding  board  for  regional  spokesmen,  met  to 
discuss  some  aspects  of  the  Seven-year  plan  draft  at  the  end 
of  August. 

**  Theatres,  sanatoria,  sports  installations  and  the  like  were 
the  main  butt,  but  office  blocks  (which  with  the  dispersal  of 
officials  from  Moscow  must  be  particularly  needed)  also  came 
under  the  sanctions  and  some  blocks  in  construction  are  to  be 
converted  to  housing. 

Last  year’s  encouragement  to  industrial  enterprises  to 
help  employees  build  their  own  houses  was  earlier  modihed 
(cf.  Pravda,  25  May  1958). 


off  their  (three-year)  loans  at  once.  To  encourage 
farms  to  undertake  a  bigger  share  of  building  local 
amenities,  cash  prizes  (up  to  50,000  roubles)  are  being 
distributed  to  regions  with  the  best  showings  for 
building  farm  hospitals  and  creches.®' 

Investment  in  Railway  Electrification  and  Pipelines 

A  significant  feature  of  1958  investment  activity 
in  the  Soviet  Union  and  eastern  Europe  has  been  the 
rapid  extension  of  railway  electrification  and  gas 
pipelines.  Neither  form  of  transport  had  been  much 
developed  in  the  region  until  last  year;  and  in  the 
Soviet  Union  particularly,  investments  in  both 
programmes  were  this  year  of  unprecedented  size. 

Short  stretches  of  line  had  been  electrified  before 
the  war  in  the  Soviet  Union,®®  Poland,  Czechoslovakia 
and  Hungary,  as  had  an  important  part  of  the  network 
in  eastern  Germany.  During  the  war  the  Soviet 
network  was  somewhat  extended  and  the  German  net 
destroyed  or  subsequently  dismantled;  post-war 
electrification  schemes  were  not  ambitious,  and  by 
1956  the  proportion  of  electrified  to  total  track  was 
2  per  cent  in  Czechoslovakia,  Poland  and  eastern 
Germany,  4  per  cent  in  Hungary  and  5  per  cent  in 
the  Soviet  Union.  If  these  shares  were  around  the 
world-wide  average  (4  per  cent),  they  were  well 
below  the  16  per  cent  then  electrified  in  the  rest  of 
Europe.  The  1956-1960  Soviet  Plan  provided  for  an 
extension  of  the  electrified  net  from  5,400  to  13,500  km 
and,  as  Map  1  shows,  this  programme  —  notably  that 
on  the  Trans-Siberian  Railway  to  Sludyanka  (just 
beyond  Irkutsk)  —  was  being  rapidly  implemented 
in  1958.  This  year  1,684  km  were  scheduled  for 
electrification,  a  figure  which  compares  impressively 
with  the  2,310  km  electrified  during  the  whole  of 
1951-1955  and  the  2,381  km  during  1956-1957;  by 
late  October  1,300  km  had  been  installed  and  comple¬ 
tion  of  the  year’s  plan  was  virtually  certain. 

In  each  of  the  next  two  years  an  average  of  2,000  km 
will  be  electrified,  and  the  opening  of  the  entire  Moscow- 
Irkutsk  stretch  has  been  advanced  to  July  1960.  The 
targets  of  the  15-year  plan  originally  projected  at 
40,000  km,®®  have  been  raised  to  55,000  km,  by  which 
time  the  remainder  of  the  network  will  be  serviced 
exclusively  by  diesel  traction.  Electric  and  diesel 
traction  this  year  comprises  26.5  per  cent  of  all  goods 
haulage  (compared  with  14  per  cent  in  1955).  It  is 
possible  that  the  long-term  proportions  betjveen 
diesel  and  electric  locomotives  will  be  modified  in 
favour  of  diesel  by  the  decision,  discussed  in  the 
preceding  section,  to  rely  on  thermal  sources  for  new 


’*  Sovetskaya  Rossia,  16  August  1958. 

1,900  km  (in  the  Moscow,  Sverdlovsk,  Kirov  and  Trans¬ 
caucasian  areas)  or  1  '/2  per  cent  of  the  network. 

Pravda,  15  February  1956. 


I—  Already  electrified 
—  —  —  —  —  To  be  electrified  in  1958 
m  ^  m  m  ^  Tobe  electrified  by  1960 
•  ••••  To  be  electrified  by  1965 


Note.  —  Maps  I  and  2  are  schematic  and  the  boundaries  and  geographical  names  thereon  do  not  imply  endorsement  or  acceptance  by  the  United  Nations. 


electricity  generating  capacity.  The  costing  formulae, 
at  least  for  the  Siberian  network,  may  well  have  anti¬ 
cipated  very  cheap  hydro  power®*  —  certainly  the 
programme  anticipated  the  input  of  such  power. 
Furthermore  the  programme  would  appear  to  go 
against  the  recent  trend  towards  decreasing  the  degree 
of  capital  intensity.  Though  the  notional  “  savings  ” 
on  current  costs  (electric  traction  is  35  to  40  per  cent 
cheaper  than  steam  per  ton  of  freight)  at  present 
exceed  the  annual  outlays  on  new  electrification,*® 

•*  N.  Shokin,  Planovoe  Khozyaistvo,  No.  8,  1958,  implies  that 
this  may  not  have  been  so  by  discussing  the  unsuitability  of 
wholesale  prices  for  planning  industrial  location,  citing  the 
unified  price  of  Irsha-Borodino  coal  (Krasnoyarsk  Krai)  of 
27.90  roubles  per  ton  against  its  cost  of  6.69  roubles. 

A.  Kuchko,  Transport  Division,  Gosplan,  in  Gudok, 
14  October  1958. 


this  may  not  hold  in  the  expanded  programme,  the 
annual  capital  cost  of  which  in  1960-1965  will  be 
double  that  planned  this  year.  The  investment  will 
also  compete  with  other  long-term  transport  pro¬ 
grammes  as  well  as  with  other  capital  demands  —  the 
quadrupling  of  hard-surface  highways  in  the  next 
fifteen  years,  the  doubling  or  tripling  of  the  various 
municipal  passenger  services  —  and  in  the  new  policy 
infrastructure  may  lose  some  precedence. 

The  Polish  plans  for  rail  electrification  envisage  the 
conversion  of  over  one  thousand  kilometres  by  1960 
and  some  2,200  km  by  1965,  when  30  per  cent  of 
haulage  should  be  by  electric  traction.  At  the  beginning 
of  this  year  644  km  were  in  operation,  and  electrifica¬ 
tion,  already  complete  on  the  Warsaw-Katowice  line, 
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should  reach  Cracow  next  year.  Progress  on  the  main 
lateral  link  has  been  slower  and  even  by  1965  only 
Siedlce-Warsaw-Poznan  will  be  electrified. 

The  first  section  of  Czechoslovak  main-line  to 
be  electrified  —  165  km  of  the  line  between  2ihna  and 
SpiSska  Nova  Ves  in  Slovakia  —  was  completed  in  1956 
but  the  whole  length  has  not  ye  ’'^en  put  into  use. 
Electric  services  began  over  the  P/aguc-Kolin  stretch 
in  March  and  will  reach  Ceska  Tfebova  (170  km)  in 
1959,  but  the  work  will  have  taken  eight  years.  In 
contrast,  a  thousand  kilometres  are  scheduled  for 
electrification  during  1961-1965  (to  bring  the  share 
of  electric  haulage  from  its  present  13  per  cent  up  to 

•*  The  104  km  electrified  before  the  war  were  light  and  moun¬ 
tain  railways. 


55  per  cent)*’  including  the  lateral  link  across  Moravia 
between  the  existing  services  to  Ceska  Tfebova  and 
Filina.  The  electrification  of  the  line  from  the  junction 
at  Kolin  to  Csd  nad  Labem  on  the  east  German 
frontier,  originally  scheduled  for  1959,  will  be  com¬ 
pleted  this  year,  the  installation  having  been  effected 
in  a  year  and  a  half.*® 

It  is  clear  that  electrification  will  be  carried  across 
the  frontier  to  Dresden,  whence  the  line  to  Leipzig 
has  already  been  re-electrified,  but  the  only  other 
indication  available  on  projects  in  eastern  Germany 
is  that  this  re-electrification  is  being  continued  to 

A  further  14  per  cent  will  be  diesel-hauled;  steam  traction 
will  have  been  eliminated  by  1970  mostly  by  electrification. 

**  Hospoddfski  Noviny,  26  October  1958;  Mladd  Fronta, 
8  November  1958. 
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Halle.  The  original  version  of  the  current  five-year 
plan  (1956-1960)  stated  that  380  km  would  be  electri¬ 
fied  (mostly  the  restoration  of  pre-war  installations) 
but  this  target  was  dropped  from  the  revised  version 
issued  at  the  beginning  of  this  year.  The  serious 
shortage  of  electric  generating  capacity,  and  the 
concentration  of  railway  investment  resources  on  the 
new  Rostock-Berlin  main  line,  are  likely  reasons  for 
the  retardation  of  the  programme. 

The  Hungarian  programme  so  far  announced  en¬ 
visages  the  electrification  of  the  line  from  the  capital 
to  Miskolc  by  1961:  the  length  from  the  Austrian 
frontier  at  Hegyeshalom  to  Budapest  was  electrified 
before  the  war  and  east  from  Budapest  to  beyond 
Hatvan  was  completed  this  year.  For  this  lateral  link 
to  be  wholly  electrified  from  frontier  to  frontier,  only 
the  short  stretch  from  Miskolc  to  Satoraljaujhely  would 
be  lacking. 

A  conference  on  railway  electrification  programmes 
convened  by  the  Council  for  Mutual  Economic 
Assistance  in  Budapest  in  March  fostered  such  co¬ 
ordination  and  was  followed  in  August  by  a  meeting 
of  the  Council’s  newly  created  Transport  Commission 
in  Moscow.*® 

The  first  reported  meeting  of  a  working  group  of 
the  Council  on  oil  and  gas  problems  (Baku,  8  October) 
underscores  the  importance  of  the  intensive  pipeline 
programme  now  launched  in  eastern  Europe  and  the 
Soviet  Union  for  both  domestic  supply  and  export. 
The  2,400  km  oil  pipeline  from  Bashkiria  to  Irkutsk 
(paralleling  the  Trans-Siberian  railway,  which  it  is 
intended  to  relieve)^*®  reached  Omsk  this  year  and 
will  be  finished  by  1961,  and  will  supply  refineries  at 
Krasnoyarsk,  Yakutsk  and  in  Trans-Baikalia,  the 
latter  processing  exports  to  China  and  Mongolia. 
An  oil  pipeline  from  the  Soviet  Union  has  just  been 
projected  to  Poland  and  eastern  Germany  with  a 
branch  to  Bratislava  (Czechoslovakia),  where  a 
refinery  is  already  being  built,  and  should  be  completed 
by  1963.  It  is  possible  that  this  will  be  an  extension 
of  the  1,500  km  pipe  announced  this  year  as  to  be 
built  from  the  Volga  oilfields  to  a  new  refinery  at 
Polotsk  in  Byelorussia  (360  km  from  the  Polish 
frontier). 


••  For  terms  of  reference  and  its  transformation  from  a 
working  party  of  the  Commission,  proposed  by  Poland  and 
Czechoslovakia,  see  Promyshlenno-Ekonomicheskaya  Gazeta, 
27  June  1958.  A  sub-group  on  shipping  routes  met  in  Tirana 
in  May. 

On  railway  projects  paralleling  the  Trans-Siberian  railway 
see  T.  Khachaturov,  Promyshlenno-Ekonomicheskaya  Gazeta, 
8  October  1958.  Two  other  east-west  transport  developments 
may  be  noted:  the  intensification  of  use  of  the  Northern  Sea 
Route  when  the  nuclear-powered  icebreaker  Lenin  goes  into 
service  next  year;  and  the  Kuibyshev-supplied  420  kV  electricity 
grid,  which  reached  west  to  Moscow  last  year  and  east  to  Che¬ 
lyabinsk  this  year. 


But  the  size  of  these  new  projects  is  more  than 
matched  —  as  Map  2  shows  —  by  the  new  pro¬ 
grammes  for  natural-gas  pipelines.  Until  last  year  there 
were  only  four  major  gas-lines  in  the  Soviet  Union; 
but  the  target  of  quintupled  natural-gas  consumption 
in  the  Sixth  Five-year  Plan  draft  brought  projects  for 
doubling  the  Stavropol-Moscow  line  and  its  continu¬ 
ance  to  Leningrad,  for  supplying  the  Baltic  republics 
from  the  west  Ukrainian  deposits,  for  extending  the 
small  central  Ukrainian  feed  at  Shebelinsk  north  to 
Briansk  and  south  to  Odessa,  for  east-west  and  north- 
south  deliveries  from  the  north  Caucasian  gas-fields 
and  for  tapping  reserves  in  the  north  Urals.  Extensive 
as  this  programme  was,  the  low  capital-input  per 
calorie  of  gas  compared  with  coal  gave  gas  still  more 
priority  when  long-term  capital  allocations  were 
revised  this  year.  In  advance  of  the  Seven-year  Plan 
text,  a  special  decree  on  natural  gas  exploitation  during 
1959-1965  was  promulgated  on  30  August  1958. 
Putting  1965  consumption  at  150  billion  cubic  metres, 
the  decree  required  the  laying  of  26,000  km  of  pipeline. 
To  a  large  extent  it  confirmed  the  projects  formulated 
in  1957,^®*  but  it  added  two  trans-desert  pipelines 
exceeding  2,000  km  in  length  to  supply  Urals  industry 
with  Uzbek  gas.  These  fields,  with  another  further 
west,  will  also  supply  all  the  central  Asian  capital 
cities  through  a  vast  east-west  net.  Extensions  to  the 
1957  projects  were  made  from  Minsk  to  Leningrad, 
and  from  Gorki  to  Yaroslavl  and  Vladimir.  A  new 
line,  part  submarine,  will  run  across  the  Crimea,  and 
the  Saratov  deposits  will  complement  the  Urals  supply 
to  Gorky  and  beyond.  The  pipe  requirements  of  this 
huge  programme  have  led  to  Soviet  purchases  of 
large-diameter  pipe-rolling  equipment  in  western 
Europe. 

In  Rumania  the  location  and  exploitation  of  natural 
gas  deposits  has  been  a  major  post-war  achievement. 
Methane  gas  consumption  (other  than  casinghead 
gas),  a  mere  300  million  cubic  metres  in  1938,  has 
risen  from  just  under  2  billion  in  1950  to  4.6  billion 
in  1957  and  2.5  billion  in  the  first  half  of  this  year. 
Most  of  this  consumption  had  been  within  a  radius 
of  100  km  of  the  fields  with,  however,  a  major  line 
through  to  Bucharest:  by  the  end  of  1957  the  network 
comprised  an  aggregate  length  of  2,158  km.  A 
westward  pipeline  reached  Re§i(a  this  year  and  is 
being  continued  to  Timi§oara  (subsequently  to  Arad) 
and  a  northern  pipeline  has  this  year  reached  Satu- 
Mare  and  is  continuing  across  the  Hungarian  frontier 


‘®‘  Saratov-Moscov  (1946);  Dashava-Kiev  (1948)  extended 
to  Moscow  (1951);  Stavropol-Moscow  (1956);  and  the  Ufa- 
Gorki  system  (1957).  The  relatively  short  shale-gas  lines  from 
Kokhtla-Jarve  to  Leningrad  and  to  Tallin  were  completed  in 
1948  and  1953  respectively. 

»®«  But  it  seems  that  a  pipeline  from  Baku  to  Tbilisi,  already 
in  construction,  will  supersede  the  supply  from  the  North 
Caucasus.  The  new  line  will  be  one  of  the  world’s  highest, 
reaching  an  altitude  of  2,340  m.  at  the  Semenov  Pass. 


to  the  Miskolc  industrial  region,  where  it  will  for  the 
time  being  be  for  general  industrial  and  domestic  use; 
eventually  it  is  intended  to  feed  the  Tisza  Valley 
chemical  combine.  One  hundred  kilometres  had  been 
laid  this  year  of  an  eastward  pipeline  to  bifurcate  to 
Ja§i  and  Gala^i,  The  final  extent  of  the  west  line  will 
be  600  km  (with  one  billion  cubic  metres  annual 
throughput)  and  of  the  east  lines  700  km  (with  two 
billion  cubic  metres  throughput);  the  throughput  of 
the  extension  to  Hungary  in  1959  will  be  200  million 
cubic  metres.  In  addition,  1.5  billion  cubic  metres 
of  casinghead  gas  was  consumed  in  the  neighbourhood 
of  oilfields  in  the  first  half  of  1958;  a  pipeline  from 
Gura  §u(ii  to  Bucharest  was  completed  last  year. 

Poland,  with  a  substantial  network  of  coal-gas 
distribution,^®®  had  intensively  exploited  the  Droho- 
bycz-Boryslav  methane  deposits  before  the  war  and 
had  piped  the  gas  to  Rzeszow,  Stalowa  Wola  and  other 
towns.  After  the  incorporation  of  this  area  into  the 
Soviet  Union,  the  supply  was  resumed  and  the  network 
extended  to  Cracow  and  Warsaw.  Until  now  therefore 
Poland  has  been  the  only  country  of  the  region 
importing  natural  gas  and  the  Soviet  Union  the  only 
exporting  country. 

Soviet  exports  of  methane  gas  to  Poland 

Quantity  Price 

Million  cubic  metres  Roubles  per  1000  m* 


1955  .  138.7  30.04 

1956  .  136.2  30.04 

1957  .  170.0  30.56 


Sources:  Vneshnyaya  Torgovlya  SSSR  za  1956  god,  p.  77;  Vneshnyaya 
Torgovlya  SSSR  za  1957  god,  p.  77. 

During  1958  domestic  methane  fields  have  been 
opened  up  at  Tarnow,  Kolbuszowa  and  Lubaczow. 
The  natural  pressure  at  this  last-named  is  so  high 
(100  atmospheres)  that  it  would  be  possible  to  pipe 
the  gas  without  pumping  as  much  as  700  km  across 
the  country,  and  plans  for  such  long-distance  lines 
are  under  consideration.  No  firm  projects  are  yet 
established,  and  the  directives  for  the  Polish  Seven- 
yr^tr  Plan  (1959-1965)  published  on  24  October  1958 
co;iw  'cd  no  targets  for  pipelines  or  for  natural-gas 
consumption. 

Manpower  and  Education 

The  Soviet  reassessment  of  the  future’s  worth  in 
terms  of  current  resources  has  extended  into  the  field 
of  manpower,  although  in  this  case  both  economic 
and  political  causes  are  involved.^®^  The  increment 
in  the  non-agricultural  labour  force  between  October 
1957  and  October  1958  was  some  1.4  millions,  of 

In  Upper  and  Lower  Silesia  with  a  line  just  completed  to 
Warsaw. 

‘®*On  the  ideological  problems  underlying  the  education 
proposals  see  Academician  B.  Mitin,  Pravda,  4  July  1958. 


which  nearly  900,000  were  in  industry.  As  Chapter  VII 
of  the  Survey  for  1957  pointed  out,  the  recent 
Soviet  policy  of  increasing  incentives  to  prolong 
education  and  advance  retirement  coincided  with  a 
diminishing  supply  of  new  entrants,  for  demographic 
reasons.  Moreover,  the  Soviet  government  is  fulfilling 
its  promise  at  the  XX  Party  Congress  to  cut  the 
working-day  by  an  hour.  Shorter  work  hours  in 
mines,  metallurgy  and  chemicals  are  already  in  force 
in  the  Donbas  and  will  extend  to  other  regions  by 
early  next  year;  by  a  decree  of  4  November  the 
engineering,  oil,  gas  and  building  materials  industries 
should  benefit  during  late  1958  and  1959. 

The  education  reform  proposed  by  Mr.  Khrush¬ 
chev  would  enlarge  the  employment  intake  by 
revising  the  XX  Party  Congress’  objective  of  universal 
ten-year  schooling  by  1960  and  returning  to  seven- 
year  education,  now  80  per  cent  attained,  as  the 
compulsory  minimum.  Further  education  —  secon¬ 
dary,  technical  and  university  —  would  be  available 
free  for  all  who  desire  it  (fees  were  abolished  in  1956), 
but  only  through  evening  or  correspondence  courses. 
With  a  few  exceptions  —  Mr.  Khrushchev  mentioned 
mathematics,  music  and  art  —  full-time  tuition  would 
not  be  permitted  until  the  student  had  worked  for 
two  years  on  production.  Mr.  Khrushchev  did  not 
intend  full-  and  part-time  further  education  to  diminish, 
but  some  Soviet  educationalists  believe  his  proposals 
will  lower  the  future  educational  level.^®*  To  this 
direct  employment  increment  would  be  added  the 
reorientation  of  school-leavers  towards  manual  labour 
both  by  this  obligatory  work  and  by  a  revision  of 
syllabuses. 

The  same  problem  of  inculcating  readier  disposi¬ 
tions  to  manual  work  (and  of  providing  an  incidental 
increment  to  manpower)  has  been  attacked  also  in 
eastern  Germany,  Bulgaria  and  Albania.  In  September 
a  “  polytechnical  syllabus  ”  came  into  operation  in 
east  German  schools:  fourteen-  and  fifteen-year-olds 
now  spend  one  day  a  week  during  term-time  in  local 
factories  or  farms;  sixteen-year-olds  will  spend  at 
least  a  fortnight  of  their  holidays  in  manual  labour 
(as  many  university  students  already  do);  and 
pupils  will  put  in  more  time  on  handicrafts.  A  similar 
system  was  introduced  in  Albanian  schools  this  term, 
and  a  decree  of  8  November  ordered  all  employees  not 
working  with  their  hands  to  work  one  month  each 
year  in  some  form  of  manual  labour.  The  move  is 
stated  to  be  based  on  Chinese  practice  and  is  likely 
to  be  introduced  into  Bulgaria  next  year.  A  national 
conference  on  education  was  convened  by  the  Central 

Adumbrated  in  a  speech  to  the  Young  Communist  League 
in  April  and  elaborated  in  his  memorandum  accepted  by  the 
Presidium  of  the  Party  Central  Committee  in  August ; 
the  memorandum  was  studied  and  a  resolution  adopted  by 
the  Central  Committee  on  12  November. 

Pravda,  24  September  1958. 
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Committee  of  the  Polish  United  Workers’  Party  in 
September  and  was  addressed  by  Mr.  Gomulka,  the 
First  Secretary  of  the  Party.  He  announced  some 
changes  in  the  elementary  school  system  and  empha¬ 
sized  the  need  for  more  Party  activity  among  teachers, 
but  in  the  context  of  Church  influence  in  schools 
rather  than  in  that  of  the  contemporary  Soviet  dis¬ 
cussion.  In  Czechoslovakia  a  decision  of  the  Eleventh 
Congress  of  the  Communist  Party  (June  1958)  to 
prolong  education  by  a  year  (eight-year  schools  to 
nine,  and  eleven-year  schools  to  twelve)  is  being 


implemented  over  a  three-year  period  by  the  opening 
of  three  types  of  schools  for  graduates  of  nine-year 
courses;  three-year  schools  for  likely  university 
entrants,  and  two  types  of  vocational  training  courses. 
To  lessen  the  impact  of  the  increased  numbers  of 
students  on  employment  and  on  university  vacancies, 
schools-leavers  are  to  be  generally  required  to  acquire 
two  years’  practical  experience  before  matriculation. 

Educational  policy  in  socialist  countries  is  to  be  dis¬ 
cussed  at  an  international  seminar  to  be  held  next 
spring  in  Prague. 


ECONOMIC  PLANNING  AND  MANAGEMENT  IN  YUGOSLAVIA^ 


1.  The  Transition  to  the  Present  System 


The  present  system  of  economic  planning,  organiza¬ 
tion  and  management  in  Yugoslavia  is  the  result  of 
about  eight  years  of  continuous  experiment  and 
adaptation.  Up  to  1950  the  pattern  of  Yugoslav 
economic  planning  and  management  was  essentially 
that  of  the  other  centrally  planned  economies.  Central 
directives  covered  the  production  plans  (usually  in 
quantitative  terms)  of  every  enterprise  in  all  but 
minor  details,  employment  levels  and  wage  payments, 
the  detailed  distribution  of  investment,  the  structure 
of  domestic  prices  and  —  subject  to  external  market 
conditions  —  the  level  and  detailed  composition  of 
imports  and  exports.  The  scope  for  independent 
initiative  on  the  part  of  the  director  in  any  enterprise 
was  thus  very  limited,  as  was  the  incentive  to  greater 
effort  or  efficiency  of  either  director  or  workers. 
Fulfilment  of  production  plans  took  precedence  over 
other  objectives;  and  the  system  proved  unable  to 
secure  adequate  attention  to  quality  of  output, 
production  costs  or  maintenance  of  capital. 

The  ideological  dispute  with  the  Soviet  Union  and 
eastern  European  countries  in  1948,  and  their  subse¬ 
quent  economic  boycott  of  Yugoslavia,  produced  an 
atmosphere  in  which  hitherto  unquestioned  economic 
and  social  doctrines  could  —  within  limits  —  be 
openly  discussed.  Moreover,  the  economic  situation 
became  extremely  difficult.  This  was  largely  a  result 
of  the  boycott,  of  heavier  defence  expenditure  and  of 
three  years  of  drought  (1948,  1950  and  1952);  but  it 
was  also  due,  in  some  part,  to  a  certain  over-optimism 
on  the  part  of  the  Yugoslav  planners  in  estimating 
both  the  potentialities  of  the  Yugoslav  economy  and 
their  own  capacities  to  direct  every  detail  of  its 


*  This  article  is  based  on  material  available  in  official  publica¬ 
tions  of  the  Yugoslav  Government  and  elsewhere,  and  also 
upon  information  collected  by  members  of  the  secretariat 
during  a  visit  to  Yugoslavia  in  September  1958.  Earlier  comments 
by  the  ECE  secretariat  on  certain  aspects  of  the  Yugoslav 
system  of  economic  planning  and  management  have  appeared 
in  the  Economic  Survey  of  Europe  in  1953  (Chapter  8)  and  the 
Economic  Survey  of  Europe  in  1955  (Appendix  A).  A  compre¬ 
hensive  review  by  an  outside  observer  of  the  system  as  it 
existed  in  1955  is  contained  in  C.  Bobrowski:  “  La  Yougoslavie 
Socialiste  ”  (Cahiers  de  la  Fondation  nationale  des  sciences 
politiques,  Paris,  1956).  Reviews  of  legislation  on  workers’ 
management  in  Yugoslavia  have  appeared  in  a  number  of 
the  publications  of  the  International  Labour  Office,  including 
recently  Industry  and  Labour,  Vol.  XX,  No.  5,  1958,  and  texts 
published  in  the  ILO  Legislative  Series. 


development.  Such  a  situation  tended  to  stimulate  a 
search  for  better  economic  policies  and  methods  of 
management  without  a  too  careful  regard  for  doctrinal 
niceties. 

The  actual  reappraisal  and  modification  of  the 
prevailing  economic  system  was  based  upon  a  con¬ 
tinuing  overt  devotion  to  the  classical  theories  of 
Marxism-Leninism,  but  also  on  rejection  of  the 
thesis  of  “  a  unique  road  to  socialism  ”.  The  Yugoslav 
theoreticians  argued  that  objective  conditions  varied 
from  country  to  country  and,  specifically,  from  those 
of  the  Soviet  Union  in  the  1930s  and  that  therefore, 
while  Soviet  experience  and  practice  could  provide 
useful  lessons,  they  could  not  serve  as  a  model  to  be 
followed  in  every  detail  by  every  other  country 
building  a  socialist  society. 

In  constructing  their  own  “  road  ”,  the  Yugoslavs 
have  rigidly  insisted  on  the  strict  limitation  of  private 
ownership  of  the  means  of  production,  and  of  employ¬ 
ment  of  man  by  man.  Private  enterprise  is  restricted 
to  small-scale  production  or  trade  (in  which  no  more 
than  five  people  plus  the  owner’s  family  may  be 
employed)  and,  since  permission  was  given  in  1953 
for  the  dissolution  of  collective  farms,  to  private 
farms  not  more  than  10  hectares  in  size.®  Co-operative 
farming  remains  the  long-term  goal  of  policy  and 
is  encouraged  by  various  means  (see  Section  3 
below). 

However,  the  Yugoslav  theoreticians  deny  that 
such  limitations  on  private  ownership  of  productive 
resources  can  suffice  to  prevent  “  exploitation  ”  of 
the  workers.  They  have  equated  “socialist  democracy” 
with  administration  of  social  property  by  the  workers 
rather  than  by  the  state,  and  with  the  widest  possible 
participation  by  the  mass  of  the  population  in  the 
details  of  the  economic  and  social  management  of 
the  country.  Conversely,  they  have  emphasized  the 
progressive  diminution  of  the  role  of  the  state  in  the 
process  of  development  of  a  socialist  society  and  have 
been  particularly  concerned  by  the  problem  of 
“  bureaucratism  ”.  This,  in  Yugoslav  eyes,  is  not 
merely  a  system  of  management  — which  may  be 


*On  particularly  poor  soil  the  maximum  permitted  size  is 
extended  to  15  hectares  and  some  exceptions  are  made  for 
communal  family  farming  {zadruga)  existing  mainly  in  Mace¬ 
donia. 
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more  or  less  technically  efficient  —  of  the  social, 
economic,  etc.,  life  of  a  society.  In  their  view  it  also 
tends  to  develop  in  the  bureaucrats  a  belief  in  their 
own  perfect  foresight  and  powers  of  direction,  with 
a  corresponding  resistance  to  any  broadening  of  the 
scope  for  local  initiative,  and  leads  them  increasingly 
to  identify  their  own  material  and  other  privileges 
with  the  general  welfare,  to  the  detriment  of  other 
sections  of  society  and  particularly  of  direct  producers. 

Once  enterprise  self-management  had  been  adopted 
as  an  essential  element  in  the  solution  of  these  pro¬ 
blems,  the  decision  was  inevitable  that  market  forces 
of  some  kind  should  in  future  share,  with  central 
guidance,  the  influencing  of  economic  decisions. 
Moreover,  the  adoption  of  a  flexible  approach  to  the 
question  of  the  balance  to  be  established  between 
“  planning  ”  and  “  the  market  ”  as  determinants  ot 
such  decisions  was  facilitated  by  the  tacit  resolution 
to  restrict  the  number  of  economic  issues  which 
could  be  regarded  as  matters  of  basic  doctrine  and  to 
label  a  large  number  as  “  technical  ”  questions.* 
The  way  was  thus  open  for  discussion  and  experiment 
over  a  wide  field. 

The  process  of  changing  the  pre-1950  system  of 
economic  planning  and  organization  began  with  a 
very  minor  devolution  of  responsibility  for  production 
plans  to  regional  authorities  and  the  setting  up  of 
workers’  councils  on  an  experimental  basis  in  selected 
industrial  enterprises.  The  abolition  of  compulsory 
deliveries  from  farmers  followed  in  1951,  together 
with  the  formal  ending  of  the  foreign  trade  monopoly 


*  It  was  early  recognized  that  mistakes  would  be  made  under 
the  new  system,  as  under  the  old,  but  the  official  argument 
as  early  as  1949  was  that  “  The  deepening  and  broadening  of 
democratization  in  all  spheres  of  social  life  is  the  law  of  socialist 
development  in  a  transition  period. . . .  We  do  not  believe  that 
it  is  possible  to  work  without  committing  errors,  but  we  consider 
such  errors  less  dangerous  if  they  are  committed  in  conditions 
of  active  and  free  initiative  of  the  people  than  when  made  by 
bureaucrats  who  consider  themselves  infallible  ”.  (Mr.  E. 
Kardelj,  Problemi  naSe  socjalisticke  izgradnje,  Vol.  1,  pp.  387 
et  seq.) 


and  the  substitution  of  inter-enterprise  competition 
in  foreign  trade  regulated  by  a  complicated  system 
of  import  taxes  and  export  subsidies.  At  this  first 
stage  the  workers’  councils  had  very  little  real  power 
of  decision,  though  friction  immediately  began  to 
develop  between  them  and  the  more  centralized 
organs  of  management.  But  with  the  abolition  of 
the  industrial  ministries  (and  their  replacement  by 
state  secretariats  with  limited  functions)  in  1952, 
and  the  simultaneous  formal  vesting  of  control  of 
all  state  enterprises  in  the  workers’  councils,  the 
process  of  effectively  increasing  the  sphere  of  autonomy 
of  enterprises  began.  Although  there  have  been  many 
temporary  reactions  strengthening  direct  central 
controls  in  one  field  or  another,  and  frequent  changes 
of  details  of  policy  implementation,  the  subsequent 
process  has  been  one  of  gradual  extension  of  the  scope 
of  enterprises’  —  and  in  some  fields  local  autho¬ 
rities’  —  decisions  on  patterns  of  production,  trade 
and  investment  and  on  wages  and  prices.  Financial 
measures  have  correspondingly  increased  their  role 
as  the  major  central  government  influence  over  the 
pace  and  pattern  of  development. 

The  virtues  of  competition  as  a  means  of  regulating 
the  detailed  distribution  of  resources  in  accordance 
with  consumers’  preferences,  and  of  encouraging 
efficiency  in  the  individual  enterprise,  are  continu¬ 
ously  emphasized  by  Yugoslav  ministers  and  officials; 
and  the  role  of  central  planning  is  stated  as  that  of 
maintaining  the  desired  over-all  rate  of  growth  and 
influencing  its  pattern,  through  the  allocation  of 
resources  to  investment  in  total  and  by  sectors,  and 
of  maintaining  the  socially  desirable  distribution  of 
incomes.  Pursuit  of  these  aims  —  given  the  basic 
characteristics  of  the  Yugoslav  economy  and  the  real 
difficulty  of  changing  rapidly  certain  elements  of  its 
economic  organization  established  in  the  early  post¬ 
war  years  —  has  resulted  in  rather  more  modifications 
of  the  competitive  system  in  practice  than  the  stated 
principles  might  suggest. 


2.  Central  and  Local  Planning  and  the  “  Instruments  ”  of  Policy 


Central  and  Local  Economic  Planning 

The  most  important  elements  in  the  present  structure 
of  economic  organization  in  Yugoslavia,  below  the 
level  of  the  ministerial  bodies  concerned  with  economic 
policy,  may  be  identified  as  the  Federal  Planning 
Institute  together  with  the  Federal  Investment  Bank 
and  the  National  Bank  —  responsible  inter  alia  for 
the  administration  of  central  investment  funds  and 
foreign  exchange  —  and,  at  the  other  extreme,  the 
individual  producing  or  trading  enterprises.  Between 
these  intervene  economic  chambers,  trade  associations. 


republican  and  communal  authorities,®  etc.,  with 
varying  powers  of  supervision  or  influence  over 
enterprises  —  or  offering  varying  possibilities  of  inter¬ 
enterprise  co-operation  —  and  with  certain  rights  of 
independent  activity  in  the  economic  field.  The 


*  The  commune  is  the  unit  of  local  government  and  administra¬ 
tion  below  the  level  of  the  republic.  Its  form  of  government, 
like  those  of  the  Federation  and  the  Republics,  is  that  of  a 
two-chamber  assembly  —  the  Council  of  Representatives  and 
the  Producers’  Council  (the  latter  elected  only  by  direct  pro¬ 
ducers  though  still  on  a  geographical  basis).  There  are  1,193 
communes  in  the  country,  245  of  which  have  populations 
exceeding  20,000  and  124  have  populations  of  less  than  5,000. 
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functions  of  these  various  bodies  are  briefly  reviewed 
in  Section  3  below. 

The  Planning  Institute  draws  up  long-term  and 
annual  plans  which  —  at  least  so  far  as  the  annual 
plans  are  concerned  —  are  in  their  nature  something 
between  the  plans  of  most  eastern  European  countries 
and  the  budgets  of  a  country  such  as  the  United 
Kingdom  or  the  Netherlands.  Briefly,  the  first  part 
of  the  annual  plan  comprises,  in  effect,  estimates  of 
the  attainable  levels  of  output  and  employment  (over¬ 
all  and  by  main  regions  and  sectors)  and  of  foreign 
trade;  aspirations  regarding  the  distribution  of  total 
available  resources  between  public  and  private 
consumption  and  investment,  and  of  investment  by 
main  sectors  and  main  categories  of  investors;  and 
statements  of  intention  about  central  government 
investment.  The  second  part  of  the  annual  plan  (now 
formally  a  separate  document)  sets  out  the  “  instru¬ 
ments  ”  by  which  economic  activities  are  to  be 
steered  in  the  desired  directions.  These  comprise 
rates  of  various  federal,  republican  or  communal 
taxes  to  be  levied  on  enterprise  profits,  capital  assets 
or  individual  incomes,  rates  of  turnover  tax,  and 
regulations  governing  the  fixing  of  basic  wages  ’  and 
the  distribution  of  the  retained  profits  of  enterprises 
or  the  use  of  funds  at  the  disposal  of  republican  or 
communal  authorities.  For  1958,  directives  about  the 
disposal  of  the  retained  profits  of  enterprises  are  very 
few  and  these,  like  the  regulations  governing  the  use 
of  republican  or  communal  funds,  are  in  terms  of 
percentage  allocations  to  the  various  permitted 
purposes. 

The  National  Bank  determines  in  consultation  with 
the  Planning  Institute,  and  announces,  the  broad 
sector-wise  division  of  expected  foreign  exchange 
resources.  Though  not  formally  part  of  the  Plan, 
this  function,  and  the  central  fixing  of  various  price 
ceilings,  farm-price  guarantees,  exchange  rates  and 
import  taxes  or  export  premia,  may  be  regarded  as 
similar  to  the  other  “  instruments  ”  of  policy  already 
mentioned. 

Within  the  framework  thus  established  the  individual 
enterprise  is  to  a  large  extent  free  to  determine  its 
scale  and  pattern  of  activities  and  —  subject  to  the 
development  of  its  markets  and  the  actions  of  its 
competitors  —  its  level  of  prices,  profits  and  incomes 
of  its  employees.  It  is  not  bound  by  central  or  local 
directives  regarding  production,  trading  or  investment. 
Its  workers’  council  is  virtually  free  to  decide  on  the 
level  and  pattern  of  its  output  and  trading  and  on 
the  distribution  between  investment,  social  purposes 
and  wage  supplements  of  the  profit  remaining  at  its 
disposal  after  payment  of  taxes.  The  enterprise  also 

’  Or  broad  h  nts  at  the  rate  of  increase  to  be  regarded  as 
“  reasonable  ”  (see  below). 


has  the  right  to  borrow  from  central  or  local  funds 
to  supplement  its  own  investment  resources. 

In  drawing  up  the  federal  plans  on  the  lines  sum¬ 
marized  above,  the  Federal  Planning  Institute  works 
under  the  direction  of  the  ministerial  Economic 
Committee.  It  uses  such  data  as  are  available  on  past 
development  of  national  output  and  expenditure;  it 
knows  the  amounts  of  the  various  funds  of  enterprises 
and  regional  authorities  held  by  the  banking  system, 
and  seeks  the  views  of  the  state  secretariats,  chambers 
of  industry  and  trade,  etc.,  about  likely,  or  desirable, 
future  developments. 

The  drawing  up  of  the  Plan  appears  to  be  based  upon 
the  use  of  econometric  techniques  strongly  supple¬ 
mented  —  as  in  any  other  country  —  by  the  influences 
of  political  considerations,  common  sense  and  other 
intangible  factors;  but,  contrary  to  practice  in  most 
eastern  European  countries  and  the  Soviet  Union,  the 
Institute  does  not  collect  the  draft  plans  of  subsidiary 
bodies  —  such  as  republics  or  enterprises  —  before 
formulating  the  over-all  plan.  In  fact,  these  bodies 
normally  draw  up  their  formal  plans  early  in  the  year 
whereas  the  Federal  Plan  appears  in  November  or 
December  of  the  previous  year.  Since  the  proportion¬ 
ate  allocation  —  to  productive  investment,  social 
consumption  and  investment  and  personal  incomes  — 
of  enterprise  and  local  authority  income  each  year  was 
until  very  recently  closely  controlled  and,  moreover, 
these  bodies  tended  not  to  accumulate  large  financial 
reserves,®  any  such  procedure  would  perhaps  for¬ 
merly  have  been  something  of  a  waste  of  time.  How¬ 
ever,  now  that  enterprises  have  so  much  more  freedom 
than  before  to  allocate  profits,  at  least  some  kind  of 
sample  inquiry  —  into  investment  intentions,  for 
example  —  would  seem  to  be  a  useful  tool  for  the 
planners  to  develop  in  future. 

The  Federal  Plan  —  long-term  or  annual  —  as 
eventually  published  and  presented  to  the  National 
Assembly  for  approval,  and  the  various  tax  and  other 
“  instruments  ”  related  to  it,  indicate  the  direction  in 
which  the  central  government”  intends  to  influence 
production,  investment,  etc.  But  the  Plan  neither 
contains,  nor  leads  to  the  establishment  for  enterprises 
of,  any  formal  production  or  other  “  targets  ”  against 
which  their  success  is  measured  or  the  incomes  of 
their  employees  regulated.  Moreover,  any  subsidiary 
body,  such  as  a  commune,  is  free  to  draw  up  its  own 
plan  —  e.g.,  for  investment  —  on  assumptions  about 
levels  of  output  and  employment  in  its  territory  (and 
therefore  of  its  tax  receipts)  different  from  those 
implied  in  the  Federal  Plan.  The  plans  of  subsidiary 
bodies  are  in  fact  little  more  than  a  means  of  informing 
both  the  central  government  and  others  interested 
of  their  expectations  and  intentions  —  information 

*  Though  see  p.  47  below. 


later  supplemented,  and  eventually  superseded,  by 
the  current  record  of  their  achievements.® 

The  Evolution  of  the  “  Instruments  ”  of  Economic 

Policy 

A  detailed  study  of  the  process  of  continuous 
experiment  by  which  the  present  measures  for  imple¬ 
menting  central  government  policy  have  evolved  is 
unfortunately  beyond  the  scope  of  this  article  — 
though  such  a  study  could  be  instructive,  A  brief 
outline  of  developments  during  the  last  six  years  is, 
nevertheless,  essential  for  an  understanding  of  the 
present  system;  and  it  is  fairly  clear  that  the  main 
changes  have  been  the  result  of  attempts  to  balance 
the  claims  of  the  major,  though  to  some  extent 
conflicting,  desiderata  enumerated  at  the  end  of  the 
preceding  section.  In  particular,  the  first  real  steps 
towards  effective  decentralization  and  enterprise 
autonomy  were  made  possible  only,  first,  by  a  willing¬ 
ness  to  accept  an  immense  upheaval  in  the  price 
structure  and,  secondly,  by  a  subsequent  lessening 
of  internal  demand  pressures  and  —  temporarily  —  of 
balance-of-payments  strains,  thanks  largely  to  rising 
production  but  also  to  cautious  internal  policies  and 
to  external  aid.  Conversely,  tightening  of  central 
controls  has  generally  been  connected  with  the  need 
to  counter  inflationary  strains. 

The  form  of  taxation  of  enterprise’s  profits,  and  the 
controls  exercised  over  the  distribution  of  profit 
remaining  after  tax,  have  from  the  beginning  been  a 
key  element  in  the  system.  In  the  first  two  years  after 
the  abolition  of  detailed  production  targets  (1952  and 
1953),  over-all  output  targets  were  still  set  —  branch 
by  branch  in  the  central  Plan  and  for  each  enterprise 
by  the  local  authorities  —  in  the  form  of  a  required 
minimum  utilization  of  capacity.  These  were,  from 
the  enterprise’s  point  of  view,  an  irritation  rather 
than  a  real  limitation  of  its  freedom  of  action,  since  it 
was  free  to  produce  what  assortment  of  goods  it  chose, 
to  trade  freely  and  —  formally  at  least  —  to  set  its 
own  prices.  The  enterprise’s  total  wage-bill  was 
specified  in  the  plan,  and  its  liability  to  tax  (known 
as  “  the  rate  of  accumulation  and  funds  ”  was 
proportionate  to  its  wage-bill.  A  range  of  tax-rates 
for  each  branch  of  production,  and  for  trading  and 
service  enterprises,  was  laid  down  in  the  central  Plan 
but  the  specific  rates  were  fixed  for  each  individual 
enterprise  by  local  authorities.  Enterprises  were  free 
to  distribute  as  they  wished  any  profit  remaining 

•  Plan  fulfilment  reports  are  no  longer  delivered  by  enter¬ 
prises  or,  indeed,  any  other  body.  They  are  of  much  less  practical 
importance  in  the  present  Yugoslav  system  of  planning  than 
current  statistics  of  production,  trade,  investment,  etc.,  and  are 
irrelevant  as  a  standard  for  rewarding  an  enterprise’s  “  success  ”, 
which  is  now  measured  and  rewarded  by  its  profit. 

As  an  indication  of  its  purpose  —  to  finance  the  bulk  of 
investment  and  current  public  expenditure. 


after  this  tax,  and  turnover  tax  where  it  still  applied,^^ 
had  been  paid;  but,  after  it  had  been  found  that  the 
general  preference  was  for  distribution  of  an  over¬ 
whelming  share  of  the  total  as  a  supplement  to  wages, 
a  further  progressive  tax  on  “  excess  ”  distributed 
profit  was  superimposed  in  1953.  Some  of  the  varia¬ 
tions  in  the  “  rate  of  accumulation  and  funds  ” 
represented  an  interest-rate  or  rent  element  in  an 
enterprise’s  liability  to  tax,  but  they  were  also  used 
by  many  local  authorities  to  levy  discriminatory  taxes 
bearing  most  heavily  on  the  more  efficient  enterprises 
in  their  territories. 

Tax  proceeds  were  distributed  to  the  Federal 
Government,  republics  and  communes  and  (a  small 
part  —  between  8  per  cent  and  17  per  cent  of  the 
total)  to  enterprises  themselves  in  proportions  deter¬ 
mined  by  the  federal  authorities.  Stated  proportions 
of  the  tax  revenue  of  each  class  of  recipient  were  like¬ 
wise  earmarked  for  specified  purposes  —  productive 
investment,  social  consumption  and  investment,  and 
distribution  to  enterprise  employees. 

The  main  weaknesses  of  this  system  soon  became 
apparent.  The  tax  payments  were  so  high  and  dis¬ 
criminatory  as  to  leave  few  enterprises,  apart  from 
those  in  a  monopolistic  position,  with  much  real 
freedom  to  vary  prices  or  with  much  chance  of  retain¬ 
ing  significant  amounts  of  profit.  The  incentive  to 
reduce  costs  or  improve  the  quality  or  assortment  cf 
products  was  thus  limited,  except  in  some  consumer- 
goods  sectors  where  supplies  were  increasing  and  the 
general  cautious  policy  towards  increases  in  incomes 
had,  for  a  time,  effectively  limited  the  growth  of 
demand.  Neither  was  there  any  real  incentive  to 
maintain  capital  equipment  or  to  use  it  efficiently. 
On  the  other  hand,  the  method  of  fixing  —  and 
taxing  —  enterprises’  wage  bills  did  give  some  incentive 
to  eliminate  redundant  labour,  *  with  favourable 
effects  on  productivity. 

The  Plan  for  1954  therefore  introduced  three 
important  changes.  First,  the  elimination  of  the 
capacity-utilization  targets  removed'  the  last  vestige 
of  centrally  fixed  production  targets  for  individual 
enterprises.  Secondly,  a  different  method  was  adopted 
to  encourage  the  efficient  use  of  fixed  capital.  Annual 
contributions  to  enterprises’  depreciation  funds  — 
formerly  a  stated  proportion  of  turnover  —  were  now 
assessed  as  a  proportion  of  the  original  cost  of  the 
actual  fixed  capital  of  each  enterprise,^®  and  a  tax 
on  fixed  capital  was  imposed  at  a  flat  rate  of  6  per 

“  The  former  turnover  tax  became  at  this  stage,  and  has 
remained,  more  in  the  nature  of  an  ordinary  indirect  tax  on 
consumption,  or  on  scarce  investment  goods  or  raw  materials, 
varying  from  product  to  product  for  social  or  economic  reasons. 

Or,  on  the  existing  stock  when  the  measure  was  introduced, 
as  a  proportion  of  its  value  as  assessed  by  a  special  valuation 
commission.  The  conventional  period  of  amortization  for  any 
given  type  of  installation  varied  between  branches. 
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cent.^®  At  the  same  time  enterprises  were  required 
to  borrow  from  central  or  regional  funds  in  order  to 
finance  needs  for  fixed  investment  beyond  the  compass 
of  their  retained  profits  and  depreciation  funds 
(instead  of  receiving  budget  grants  as  before)  and  to 
pay  interest  on  such  credits.  They  were  also  given  the 
right  freely  to  buy  and  sell  capital  equipment,  though 
the  proceeds  of  any  sale  of  existing  equipment  had  to 
be  credited  to  the  enterprise’s  investment  fund. 

The  third  major  change  linked  the  tax  liabilities  of 
an  enterprise  more  directly  to  its  genuine  profit, 
rather  than  to  its  wage-bill.^*  The  system  of  regulating 
basic-wage  tariffs  was  slightly  changed  so  as  to  fix 
centrally  the  average  per  capita  wages  to  be  paid  to 
each  of  four  main  categories  of  employees  in  each 
branch  of  activity.  Gross  profit  was  calculated  after 
deduction  from  the  total  income  of  enterprises  of  the 
resultant  wage-bill,  material  costs,  social  security 
contributions  (45  per  cent  of  the  wage  bill),  a  special 
wage-tax  to  finance  housing,  depreciation,  the  tax 
on  fixed  capital,  interest  charges  and  any  turnover  tax. 
Federal  and  republican  taxes  were  levied  on  this 
gross  profit  at  flat  rates  (aggregating  50  per  cent)  and 
communes  also  had  a  right  to  levy  flat-rate  taxes  at 
their  own  discretion  provided  that  these  were  non- 
discriminatory.  Additional  taxes  designed  roughly 
to  absorb  Ricardian  rent  or  to  limit  monopoly  profits 
were  also  imposed  by  the  federal  authorities;  for 
example,  a  coal  mine  with  easily  worked  seams  paid 
heavier  tax  than  one  less  naturally  favoured. 

Local  government  regulations  also  limited  the 
proportions  of  the  “  net  profit  ”  remaining  after  tax 
that  could  be  allocated  by  enterprises  to  different 
purposes,  and  there  was  a  centrally  imposed  limit  on 
the  permitted  proportionate  supplement  to  the  wage¬ 
bill.  Only  in  rare  cases,  however,  was  this  limit 
effective  since  local  authorities  still  tended  to  tax 
away  a  large  part  of  enterprises’  profits  remaining 
after  the  federal  and  republican  authorities  had  taken 
their  share.  Nevertheless,  the  change  in  the  tax 
formulae,  the  ending  of  the  rights  of  the  communes 
to  levy  discriminatory  taxes  and  the  fact  that  direct 
price  controls  were  virtually  non-existent  meant  that 
market  considerations  became  of  ever-increasing 
concern  to  producing  enterprises. 

Subsequent  developments  of  the  system  have  been 
partly  the  result  of  changing  needs  to  exert  a  general 
deflationary  —  or  expansionist  —  pressure  on  the 
economy  and  partly  more  fundamental.  In  the  first 


A  lower  rate  (1  or  2  per  cent)  applied  to  socialist  agriculture 
and  catering,  transport  and  some  other  capital-intensive  utilities. 
These  rates  of  tax  have  been  maintained  since,  though  with 
some  changes  in  the  branches  subject  to  the  lower  rate. 

**  The  subsequent  description  relates  to  industrial  enterprises, 
but  the  system  in  other  sectors  —  apart  from  agricultural  and 
handicrafts  which  were  subject  to  little  more  than  an  income 
tax  —  was  not  very  different. 


category  are  such  measures  as  the  cancellation  in 
1955  of  27  billion  dinars  of  liquid  resources  accu¬ 
mulated  by  enterprises,  communes  and  republics ;  the 
obligation  imposed  on  them  in  that  year  —  and  on 
the  Federal  Government  itself  —  to  set  up  reserve 
funds  equivalent  to  6  per  cent  of  their  disposable 
revenues  for  the  year,  and  the  changing  proportions 
of  enterprises’  depreciation  funds  that  have  been  freed 
or  frozen  from  one  year  to  the  next.  The  reimposition 
of  some  direct  price  controls  since  1957  (see  below) 
can  be  regarded  as  of  a  similar  nature. 

The  second  category,  of  more  fundamental  measures, 
includes  the  change  in  investment  procedures  in  1955,  | 
by  which  the  resources  of  the  Central  Investment  ' 
Fund  (administered  by  the  Investment  Bank),  formerly 
almost  wholly  allocated  to  particular  projects  in  the 
Federal  Plan,  were  made  available  to  enterprises  and 
local  authorities  on  the  basis  of  competitive  bidding 
(see  below)  with  only  a  small  proportion  reserved  for 
specific  projects.  Another  change  in  this  category 
was  made,  in  1956,  in  the  system  of  basic-wage 
determination  which  had  been  introduced  two  years 
earlier  in  an  attempt  to  retain  some  control  over  the 
range  and  rate  of  growth  of  basic-wage  rates. 

It  was  found  that  these  procedures,  in  the  prevailing 
rather  inflationary  situation,  had  encouraged  an 
undue  expansion  of  employment  in  the  lower  wage- 
ranges  of  each  of  the  four  skill  categories  for  which 
average  per  capita  wage  payments  were  fixed,  since 
this  permitted  higher  payments  than  would  otherwise 
have  been  possible  to  the  scarcer  skilled  workers  at 
the  top  of  the  wage-range  in  each  category.  The  new 
wage  regulations,  which  continued  in  force  until  1958, 
were  therefore  based  on  the  application  of  the  actual 

1955  wage  tariffs  in  force  in  each  enterprise  plus 
proportionate  additions  specified  in  the  Federal 
Plans.*®  More  important,  in  an  inflationary  situation. 
Federal  Government  control  was  re-established  in 

1956  over  the  rates  of  tax  to  be  charged  by  local 
authorities  on  enterprise  profits  (and  on  other  taxable 
earnings  within  their  territories)  and  thus,  effectively, 
over  the  share  of  profits  to  be  left  at  the  disposal  of 
enterprises  and  over  the  disposable  revenues  of  the 
communes.  It  also  continued  to  determine  the 
proportionate  distribution  of  the  incomes  so  retained 
between  investment,  wage  supplements  and  other 
purposes.  Thereafter,  and  until  this  year,  the  changes 
in  these  proportions  and  in  regulations  on  basic- 


**  For  1956  the  1955  basic-wage  tariffs  were  prescribed,  and 
in  1957  average  increases  of  10  per  cent  were  permitted  for  the 
more  highly  skilled  workers  and  employees  and  of  5  per  cent 
for  others.  However,  workers’  councils  have  in  fact  had  some 
room  for  manoeuvre  in  fixing  premia  for  skill,  productivity, 
etc.,  and  —  in  1957  at  least  —  in  adjusting  tariff  rates  within 
the  permitted  average  increase.  It  has  been  possible  for  a 
workers’  council  to  fix  premia  for  any  posts  in  which  the  worker’s 
contribution  to  cost  reduction,  or  to  the  profits  of  the  enterprise, 
etc.,  could  be  scientifically  assessed. 


wage  increments  can  be  regarded  as  normal  “  bud¬ 
getary  ”  measures  rather  than  as  fundamental  amend¬ 
ments  of  the  system.^® 

The  Wage  System  and  Distribution  of  Enterprise 

Profits  in  1958 

The  main  change  in  the  “  instruments  ”  of  policy 
in  Yugoslavia  this  year  has  again  been  in  the  direction 
of  increasing  the  scope  for  independent  decisions  by 
enterprises,  combined  with  further  amendment  of  the 
wage  system.  (But,  as  is  noted  below,  the  extension 
of  enterprise  autonomy  in  most  fields  has  been 
accompanied  by  some  reinforcement  of  the  machinery 
for  regulating  price  increases.)  First,  as  already 
mentioned,  the  disposal  of  net  profit  after  payment  of 
all  taxes  is  now  completely  at  the  discretion  of  the 
individual  enterprise  and  influenced  mainly  by  dis¬ 
criminating  tax  rates.  Secondly,  the  distinction 
between  basic  wages  and  the  workers’  share  in  profits 
seems  to  have  been  virtually  abolished,  though  the 
relation  between  “  minimum  ”  wages  —  described 
below  —  and  the  actual  distribution  of  all  wage  and 
profit  incomes  by  the  enterprise  affects  the  rate  of  tax 
paid. 

Thus  any  enterprise  outside  the  agricultural  and 
handicrafts  sectors  must  first  provide  for  material 
costs,  rent,  the  tax  (up  to  6  per  cent)  on  fixed  and 
working  capital,  depreciation,  interest  on  borrowed 
funds,  any  turnover  tax  and  social-security  contribu¬ 
tions.  The  remaining  income  of  the  enterprise  can 
then  be  allocated,  in  accordance  with  the  decisions 
of  the  workers’  council,  to  wages,  social  purposes, 
productive  investment,  reserve  fund,”  etc.;  but  the 
share  devoted  to  wages  is  the  main  determinant  of 
the  enterprise’s  liability  to  profits  tax. 

Calculation  of  this  liability  starts  from  the  establish¬ 
ment  of  “  minimum  ”  wages.  At  the  beginning  of 
this  year,  minimum  wages  for  each  post  in  each 
enterprise  were  set  at  80  per  cent  of  the  tariff-wages 
existing  at  the  end  of  1957.  The  actual  tariff-wages 
of  last  year  (or  new  minima  established  where  tariffs 


**  No  allocation  of  net  profits  to  the  working  capital  of  enter¬ 
prises  was  prescribed  until  1957,  when  working  capital  became 
liable  to  tax  on  the  same  basis  as  fixed  capital.  Bank  credit  was 
previously  the  only  source  of  working  capital  and  can  still  be 
used  to  supplement  enterprises’  own  funds. 

In  1957  also,  an  attempt  was  made  to  increase  incentives  by 
means  of  a  “  two-tier  ”  system  of  allocation  of  net  profit  for 
distribution  to  enterprise  employees.  Where  per  capita  gross 
profit  had  increased  over  the  1956  level,  a  higher  proportion 
of  net  profit  was  thus  distributed  than  in  enterprises  where 
gross  profits  had  not  risen. 

A  minimum  annual  contribution  to  the  reserve  fund  is 
required  of  all  enterprises  whose  net  profit  after  tax  equals 
40  per  cent  or  more  of  “  minimum  ”  wages,  up  to  the  point 
where  the  fund  reaches  10  per  cent  of  working  capital  (30  per 
cent  in  domestic  trade  and  25  per  cent  in  agriculture,  foreign 
trade  and  catering). 


have  been  later  revised)  are  the  first  charge  on  the 
enterprise’s  revenues  after  meeting  the  demands 
listed  above  and,  if  current  revenues  are  insufficient 
to  meet  even  the  minima,  these  must  be  financed  as 
necessary  first  out  of  the  enterprise’s  reserve  fund  and 
ultimately  by  the  local  commune  (up  to  the  point 
where  the  commune  decides  —  as  it  has  power  to  do 
under  certain  conditions  —  to  take  over  or  to  bankrupt 
the  enterprise). 

On  gross  profit  remaining  after  payment  of  minimum 
wages  the  enterprise  is  then  liable  to  a  steeply  progres¬ 
sive  tax  as  follows: 


Cross  profit  as  prrcentage  Percentage  rate  of  tax 


of  minimum  wage~bill<^ 

A verage 

Marginal 

Up  to  25  .... 

nil 

nil 

25-40  . 

nil-9.4 

25 

40-60  . 

9.4-26.9 

62 

60-80  . 

26.9-37.7 

70 

Above  80  .... 

37.7- 

72 

ct  i.e.  the  sum  of  individual  wages  at  80  per  cent  of  19S7  tarilT  rates,  or  at 
80  per  cent  of  the  rates  in  the  new  tariff  where  one  has  been  approved. 


Certain  branches  of  industry  —  construction  mate¬ 
rials,  flax  processing,  vehicles,  food  canning,  milling, 
trading  enterprises  dealing  in  certain  foodstuffs,  and 
catering  establishments  —  are  taxed  at  lower  rates, 
as  are  some  others  which  can  plead  special  difficulties, 
such  as  adverse  external  market  conditions.  It  might 
be  expected  that  concessions  of  this  kind  would  be 
conditional  on  proof  of  extreme  labour  shortage  or 
excessively  low  wage  tariffs  in  1957,  or  on  an  under¬ 
taking  to  devote  a  certain  minimum  share  of  net 
profit  to  investment;  but  no  such  undertaking  is  in 
fact  given  and  the  principles  involved  in  the  conces¬ 
sions  are  unclear. 

The  tax  progression  for  enterprises  in  foreign  trade 
and  domestic  trade  (other  than  the  food  trades  already 
mentioned)  is  also  somewhat  different  from  that  set 
out  above.  Until  gross  profits  reach  80  per  cent  of 
aggregate  minimum  wages,  tax  rates  are  the  same  as 
for  industrial  enterprises,  but  they  become  more 
steeply  progressive  thereafter  and  reach  a  marginal 
rate  of  85  per  cent  on  gross  profits  exceeding  the 
minimum  wage-bill  by  100  per  cent.  The  possibility 
of  making  very  large  profits  in  these  trades,  as  a 
result  of  a  monopoly  position  or  other  fortuitously 
favourable  circumstances,  is  the  reason  for  this 
discrimination. 

Republican  and  local  authorities  receive  both  a 
share,  specified  by  the  Federal  Government,  of  the 
taxes  described  above,  and  the  whole  proceeds  of  the 
wages  tax  which  supplements  them.  This  is  paid  by 
all  enterprises,  including  state  farms,  but  levied  on  the 
basis  of  individual  earnings  (including  what  would 
previously  have  been  called  distributed  profits). 


The  rates  of  this  tax  in  1958  are  as  follows: 


Percentage  rale  of  lax 


Average 

Marginal 

Up  to  20,000  . 

....  10 

10 

20,000-40,000  . 

.  .  .  .  10-12.5 

15 

40,000-60,000  . 

.  .  .  .  12.5-15 

20 

60,000-100,000 . 

.  .  .  .  15-21 

30 

100,000  . 

....  21 

40 

Moreover,  any  personal  income  exceeding  the 
corresponding  minimum  wage  by  more  than  60  per 
cent  bears  a  federal  tax  of  25  per  cent  on  the  excess, 
whether  or  not  the  absolute  level  of  income  is  such  as 
to  call  for  a  25  per  cent  marginal  rate  of  tax  under  the 
above  schedule:  the  local  commune  may  take  a  further 
2Y2  per  cent  of  the  excess. 

The  average  monthly  earnings  (excluding  profits 
distribution  and  premia)  of  an  unskilled  industrial 
worker  in  1957  were  about  9,000  dinars,  of  a  semi¬ 
skilled  worker  about  13,000  dinars  and  of  a  highly 
skilled  worker  about  20,000  dinars.^*  The  average 
profit  element  in  total  earnings  last  year  for  all  em¬ 
ployees  in  socialist  enterprises  was  equivalent  to  about 
21/2  months’  receipts  from  basic  wages  plus  premia, 
and  ranged  from  nothing  at  all  to  as  much  as  five 
months’  wages  or  even  more.  There  seems  to  have 
been  a  tendency  for  workers’  councils  to  prefer  simple 
methods  of  profits  distribution,  such  as  allocation 
pro  rata  to  other  wage  and  salary  incomes. 

Sums  allocated  to  purposes  other  than  distribution 
to  enterprise  employees  generally  bear  no  tax  other 
than  the  normal  profits  tax  shown  above;  but  actual 
expenditure  out  of  funds  for  collective  consumption  “ 
is  this  year  subject  to  a  20  per  cent  tax  which  goes  to 
the  local  commune. 

One  result  of  this  tax  system  must  be  to  make  the 
employment  of  additional  low-paid  workers  extremely 
inexpensive  for  any  enterprise  earning  a  high  rate  of 
profit  in  relation  to  its  minimum  wage-bill.  Another 
tendency  of  the  system  is  clearly  to  set  limits  to  the 
range  of  earnings  for  the  same  skill  within  the  same 
industrial  branch,  as  well  as  to  the  over-all  range  of 
variation  in  incomes;  and  the  former  tendency  will 
be  reinforced  once  the  new  methods  of  determining 
tariff-wages  are  in  full  operation.  All  enterprises  arc 
free  this  year  to  set  up  new  basic-wage  tariffs,  and 
bonus  systems  also.  There  is  no  formal  limitation 
on  the  increases  over  last  year’s  levels,  or  the  changes 
in  structure,  that  will  be  permitted;  and  once  the 

The  rates  are  slightly  lower  for  state  farms  and  co-operative 
enterprises,  but  the  progression  is  similar. 

“  For  “  employees  ”  in  industry  (i.e.,  “  white  collar  ”  workers) 
the  corresponding  average  rates  were  roughly  9,000,  14,000 
and  26,000  dinars. 

“  Covering  investment  in  workers*  housing,  creches,  stipends 
and  training  schemes,  cultural  activities,  etc. 
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new  tariffs  are  in  operation  the  “  minimum  ”  wages 
for  tax  calculation  and  all  other  purposes  become 
80  per  cent  of  the  new  tariff-wages.  However,  the 
new  tariffs  have  to  be  submitted  to  the  local  trade 
union  organization  and  to  the  Producers’  Council  of 
the  commune,  both  of  which  have  the  right  to  object 
to  them.  If  the  enterprise  will  not  then  give  way,  the 
dispute  is  submitted  to  an  arbitration  committee 
composed  of  representatives  of  the  communal  autho¬ 
rities,  the  trade  union,  and  the  appropriate  economic 
chamber. 

It  is  to  be  expected  that,  in  general,  enterprises  will 
have  an  interest  in  setting  tariff  rates  as  high  as  pos¬ 
sible,  thus  reducing  their  liability  to  tax;  the  trade 
union  will  be  interested  in  keeping  rates  of  pay  for  the 
same  or  similar  jobs  more  or  less  equal  from  one 
enterprise  to  another,  and  the  chamber  in  keeping 
rates  from  one  enterprise  tc  another  in  the  same 
branch  of  activity  more  or  less  in  line,  while  the 
commune  —  with  an  eye  to  its  guarantee  obligations  — 
will  be  interested  in  holding  down  tariff-wages.  All 
are  likely  to  be  influenced  to  some  extent  by  the 
indication  given  in  the  Federal  Plan  of  the  rate  of 
increase  of  personal  incomes  that  the  economy  can 
afford,  which  for  this  year  was  put  at  7  per  cent. 
Disputes  seem  likely  in  fact  to  be  fairly  rare,  given 
awareness  of  trade  union  views  and  the  growing  habit 
of  consultation  on  wage-fixing  among  the  members 
of  trade  associations,  which  frequently  leads  to  agree¬ 
ment  on  maximum  and  minimum  tariff-rates  for  each 
working  post. 

Another  factor  tending  to  reduce  the  dispersion  of 
family  incomes  is,  of  course,  the  incidence  of  social- 
security  benefits,  especially  family  allowances.  For 
an  unskilled  labourer  with  a  wife  and  three  children, 
for  example,  family  allowances  at  about  8,000  dinars 
a  month  are  roughly  equal  to  the  average  monthly 
wage.  On  the  other  hand,  the  premium  system  tends 
to  widen  the  gap  between  earnings  of  the  skilled  and 
the  unskilled  (see  Section  4  below). 

So  far  as  the  mechanics  of  wage  distribution  are 
concerned,  monthly  wage  payments  cover  the  tariff 
wage  plus  75  per  cent  of  any  premia  due  (provided 
that  this  advance  on  premia  does  not  exceed  20  per 
cent  of  the  tariff  rate  for  any  worker)  plus  —  at  the 
option  of  the  workers’  council  —  other  advance 
allocations  from  realized  profit  up  to  a  limit  of  10 
per  cent  of  the  tariff  wage  to  each  worker.  Final  wage 
distributions  out  of  profit  may  be  made  half-yearly  or 
annually  as  the  workers’  council  may  decide. 

The  ending  of  proportionate  allocation  of  net 
profits  by  the  federal  authorities  has  somewhat 
weakened  their  control  over  the  distribution  of  total 
national  expenditure,  particularly  since  it  is  estimated 
that  the  new  tax  system  will  increase  the  proportion 
of  gross  profit  retained  by  enterprises.  It  has  been 


Table  1 


suggested  that  enterprises  this  year  are  likely  to  have 
some  30  billion  dinars  more  at  their  disposal  than  last 
year,  after  payment  of  basic  wages  and  all  taxes.  The 
share  of  gross  profit  retained  by  the  “  normal  ” 
enterprise  is  said  to  be  likely  to  reach  between  30  and 
50  per  cent. 

The  Position  of  the  Communes 

The  degree  of  financial  independence  of  the  com¬ 
munes  was  considerably  reduced  after  1954,  but  their 
subsequent  position  does  not  seem  to  have  been 
essentially  altered  by  this  year’s  detailed  changes  in 
their  powers.  In  addition  to  receiving  their  shares  in  the 
federally  imposed  taxes  mentioned  above,  they  have 
the  right  to  tax  communal  enterprises  (mainly  local 
transport,  water  supply  and  personal  service  enter¬ 
prises)  at  any  rates  they  choose,  to  supplement  some 
federal  taxes  (e.g.,  turnover  tax,  liquor  tax,  etc.)  up 
to  a  limit  of  5  per  cent,  and  to  tax  privately  operated 
retail  trade  and  catering  on  a  basis  equivalent  to  an 
annual  licence  fee  which  is  entirely  at  their  discretion.^* 

The  proportions  of  their  revenues  that  can  be 
devoted  to  administration,  social  consumption  and 
investment,  and  productive  investment,  are  still 
effectively  determined  by  federal  regulations,  and  their 
rights  to  transfer  funds  from  one  head  to  another  are 
limited  to  some  possibility  of  increasing  the  shares  of 
more  productive  expenditure  at  the  expense  of  the 
less  productive. 

The  Distribution  of  Investment 

It  is  often  remarked  that  over  60  per  cent  of  invest¬ 
ment  in  Yugoslavia  is  now  “  decentralized  ”  and,  as 
can  be  seen  from  Tabic  1,  financing  out  of  funds 
under  the  control  of  republican  and  local  authorities 
and  enterprises  has  gained  in  importance  in  recent 
years  and  now  represents  66  per  cent  of  the  total. 
However,  the  conclusion  cannot  be  drawn  that  only 
one-third  of  all  investment  is  subject  to  central  govern¬ 
ment  influence.  House-building,  for  example,  is 
financed  to  a  large  extent  from  special  funds  to  which 
the  rate  of  allocation  is  very  strongly  influenced  by 
central  policy  —  through  the  earmarking  of  specified 
shares  of  certain  tax  revenues  or  of  enterprises’ 
profits.*® 

More  important,  however,  is  the  extent  to  which 
the  Investment  Bank  participates  in  the  financing  of 
projects  initiated  by  republican  or  local  authorities 


A  part  of  the  proceeds  nevertheless  goes  to  the  Federal 
Government. 

The  various  funds  shown  as  at  the  disposal  of  republican 
and  local  authorities  are  also,  of  course,  fed  mainly  by  taxes, 
of  which  the  rates  and  the  shares  going  to  each  fund  are  deter¬ 
mined  by  the  Federal  Government,  or  by  grants  from  the  federal 
budget;  but  there  is  no  federal  control  over  the  use  of  most  of 
these  funds  once  they  are  distributed. 


Expenditure  on  gross  fixed  investment 
in  the  public  sector  by  sources  and  purposes  ° 
in  1954  and  1957 


Billions  of  dinars,  and  percentages 


Sources  of  finance 

Billions 
of  dinars 

Percentage 
of  total 

1954 

1957 

1954 

1957 

Federal  resources . 

184 

161 

50.4 

33.9 

General  Investment  Fund  .  . 

124 

129 

34.0 

21. \ 

Budget . 

60 

24 

16.4 

5.0 

Other . 

— 

8 

— 

1.8 

Republican  resources . 

44 

42 

12.0 

8.8 

Investment  funds . 

19 

14 

5.2 

2.9 

Housing  funds . 

— 

3 

— 

0.6 

Budget . 

25 

5 

6.8 

1.0 

Other . 

— 

20 

— 

4.3 

Local  resources  . 

42 

122 

11.5 

25.7 

Investment  funds . 

18 

34 

4.9 

7.2 

Housing  funds . 

— 

45 

— 

9.5 

Budget . 

24 

7 

6.6 

1.5 

Other . 

— 

36 

— 

7.5 

Entervrises . 

95 

150 

26.1 

31.6 

Resources  at  free  disposal  .  . 

62 

61 

17.1 

12.9 

Depreciation  funds . 

33 

89 

9.0 

18.7 

Totai . 

365 

475 

100 

100 

of  which : 

Economic  investments . 

286 

351 

78 

74 

Industry  and  mining  .... 

185 

157 

51 

33 

Agriculture . 

19 

52 

5 

11 

Forestry . 

3 

9 

1 

2 

Building . 

10 

13 

2 

3 

Transport . 

52 

93 

14 

19 

Commerce . 

14 

22 

4 

5 

Handicrafts . 

3 

5 

1 

1 

Social  investments . 

79 

124 

22 

26 

Housing  and  communal  services 

50 

79 

14 

17 

Cultural  and  social  services  . 

19 

19 

5 

4 

Office  buildings,  etc . 

10 

26 

3 

5 

Source  :  Yugoslav  Investment  Bank,  Annual  Report  1957. 

“  Private  fixed  investment  has  been  estimated  at  68  billion  dinars  in  1957. 


or  enterprises.**  The  total  value  of  all  projects  in 
which  there  is  some  such  participation  has  not  been 
published;  but  it  probably  accounts  for  some  60-70 
per  cent,  at  least,  of  total  “  economic  ”  fixed  invest¬ 
ment.  Moreover,  foreign  exchange  allocations  for  the 
purchase  of  imported  equipment  are  centrally  fixed 
branch  by  branch  and  distributed  to  individual 
applicants  by  the  Bank. 


**  Direct  allocation  of  federal  funds  to  specified  investment 
projects  in  the  Plan  was  once  important  but  now  absorbs  a 
very  small  part  of  the  total. 
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As  has  been  mentioned,  enterprises  are  free  to  use 
as  they  please  the  net  profit  they  allocate  to  investment, 
and  are  also  free  to  use  the  “  unfrozen  ”  part  of  their 
depreciation  funds.  The  significance  of  depreciation 
funds  is  now  simply  that  of  a  compulsory  allocation 
to  investment  of  a  part  of  the  revenue  of  an  enterprise, 
related  to  the  value  of  its  existing  capital  stock,  on 
which  no  profits  tax  is  charged.  In  1957  depreciation 
funds  were  sufficient  to  cover  19  per  cent  of  total 
gross  fixed  investment  in  the  socialist  sector  and  some 
25  per  cent  of  gross  “  economic  ”  investment. 

However,  enterprises  and  local  authorities  are 
naturally  interested  in  supplementing  their  own 
investment  resources  by  raising  credits  from  the 
Investment  Bank,  thus  giving  the  Bank  the  opportunity 
so  to  distribute  its  own  resources  as  partially  or  wholly 
to  offset  any  deviation  of  the  level  or  pattern  of 
completely  independently-financed  investment  from 
the  desired  over-all  distribution  stated  in  the  Plan. 
Moreover,  by  varying  the  percentage  contributions 
it  is  prepared  to  make  to  enterprises’  and  other 
authorities’  projects,  or  its  deposit  reqt^irements 
mentioned  below,  the  Bank  should  be  able  to  exert 
some  slight  (and  probably  short-term)  influence  even 
over  the  level  of  total  investment  expenditure  out  of 
decentralized  funds.  To  what  extent  it  has  recog¬ 
nized,  or  taken  advantage  of,  these  opportunities  in 
fact  is  not  altogether  clear,“  and  there  would  admit¬ 
tedly  be  practical  difficulties  in  constantly  adjusting 
the  Bank’s  proposed  sector-allocation  of  its  own  funds 
so  as  to  offset  unexpected  changes  in  the  investment 
choice  of  other  financing  agencies. 

Certain  minimum  conditions  have  to  be  met  before 
the  Bank  will  look  at  a  project.  First,  the  would-be 
investor  must  present  the  project  for  the  scrutiny  of 
a  technical  commission  and  of  the  relevant  trade 
association  and  then,  on  the  basis  of  its  own  claims 
and  the  views  of  these  bodies,  obtain  a  guarantee  of 
the  servicing  of  the  loan  from  a  republican  or  local 
government.  Secondly,  it  must  be  prepared  to  finance 
a  share  —  normally  at  least  25  per  cent  of  the  total 
cost  —  from  its  own  resources.  Thirdly,  it  must  be 
prepared  to  deposit  with  the  Bank  a  sum,  up  to  30  per 
cent  of  the  total  cost  of  the  project,  out  of  which  any 
excess  over  the  estimated  cost  will  first  be  covered  — 
though,  in  any  case,  the  full  responsibility  for  meeting 
excess  expenditure  falls  on  the  investor. 

For  example,  the  Annual  Report  of  the  Yugoslav  Invest¬ 
ment  Bank  for  1957  states  (p.  1 1  of  the  English  language  version): 
“  It  is  significant . . .  that  although  the  resources  of  the  General 
Investment  Fund  by  which  direct  channelling  of  investments 
towards  specific  projects  is  effected  amount  on  the  average  to 
less  than  one-third  of  the  total  utilized  resources  for  the  last 
four  years,  the  forecast  investment  structure  has  nevertheless 
been  realized  almost  in  full.  This  means  that  the  so-called 
decentralized  resources,  the  channelling  of  which  is  not  effected 
by  the  Federal  Plan,  have  in  fact  been  used  in  those  directions 
which  have  been  envisaged  as  targets  of  specific  economic 
development.” 


These  minimum  conditions  being  satisfied,  the 
Bank  attempts  to  select  the  most  “  desirable  ”  projects 
within  the  limits  set  by  its  planned  sector  distribution 
of  its  funds.®*  It  bases  its  selection  on  the  competitive 
bidding  of  enterprises  as  regards,  inter  alia,  estimated 
construction  costs,  the  expected  investment  to  output 
ratio,  estimated  profitability  and  effect  on  the  balance 
of  payments,  proposed  repayment  period  and  interest 
rate,  and  offer  of  participation  by  the  investor ;  and 
the  task  of  selection  is  very  real  since,  at  present,  the 
value  of  applications  submitted  far  exceeds  the  Bank’s 
available  funds.  Some  75  per  cent  of  all  projects  are 
either  rejected  or  accepted  only  with  a  higher  participa¬ 
tion  by  the  investor  than  originally  proposed. 

The  relative  weight  given  to  the  various  considera¬ 
tions  listed  above  varies  from  time  to  time;  and  some 
three  years  ago  estimated  profitability  and  the  rate 
of  interest  offered  by  the  investing  enterprise  or 
regional  authority  seems  to  have  been  the  main 
factor  in  the  Bank’s  choice  of  projects.  To-day, 
however,  it  appears  that  the  Bank  charges  a  more  or 
less  conventional  rate  of  interest,  of  about  6  per  cent 
in  most  cases,  though  it  looks  for  a  much  higher  rate 
of  return  than  this  (about  20  per  cent  in  terms  of  gross 
profit)  to  the  investor.  A  substantial  foreign  exchange 
saving  is  also  practically  a  prerequisite  for  the  Bank’s 
acceptance  of  a  project,  and  it  seems  that  a  40  per 
cent  annual  return  in  terms  of  the  domestic  value  of 
exports  produced  or  imports  saved  is  normally 
expected  of  projects  in  a  number  of  sectors. 

However,  it  must  in  fact  be  extremely  difiicult  to 
apply  such  criteria.  The  calculation  of  the  rate  of 
return  on  the  investment,  given  the  present  wage 
system,  presents  awkward  conceptual  and  practical 
problems;  and  to  decide  on  the  basis  of  calculation 
of  the  foreign  exchange  return  must  be  still  more 
difficult  given  the  divorce  between  domestic  and  foreign 
price  structures  and  the  system  of  multiple  exchange 
rates  described  below.  At  all  times,  political  and  other 
non-economic  considerations  have  naturally  played 
a  part  in  determining  the  Bank’s  choice. 

Domestic  Price  Formation 

The  Yugoslav  planners  have,  from  the  beginning  of 
decentralization,  regarded  the  market-determination 
of  prices  as  an  essential  element  in  their  chosen 
combination  of  a  partly  planned,  partly  competitive 
system.  Hence  practically  all  price  controls  were  swept 
away  in  1952,®’  but,  as  has  been  noted,  the  practice 
of  levying  discriminatory  taxes  on  wage-bills  up  to  the 
end  of  1953  detracted  from  the  efficiency  of  the  price 


**  Regional  development  targets  are  implemented  mainly 
by  grants  from  the  federal  budget  to  supplement  the  investment 
funds  of  the  poorer  republics. 

Exceptions  were  control  over  the  retail  prices  in  state 
shops  of  a  very  few  basic  foods. 
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mechanism  as  an  instrument  of  resource  allocation. 
The  interest  of  local  authorities  in  expanding  their  tax 
revenues  tended  to  force  up  prices  in  the  industrial 
sector  during  these  years  wherever  demand  and  supply 
conditions  permitted.  At  the  same  tune,  the  abolition 
of  compulsory  deliveries  and  of  controls  over  farm 
prices  naturally  brought  about  immediate  increases 
from  the  very  low  prices  at  which  most  farm  produce 
had  previously  been  delivered  to  the  State. 

However,  rising  production,  external  aid  —  which 
helped  to  widen  bottlenecks  in  vital  supplies  —  and 
a  somewhat  deflationary  policy  in  relation  to  personal 
incomes  all  contributed  to  the  stabilization  of  the 
general  price  level  for  manufactured  goods  between 
1952  and  1954,  after  the  initial  jump  following  the 
end  of  price  controls.^®  But  this  stability  (illustrated 
in  Table  2)  nevertheless  concealed  very  considerable 
relative  price  adjustments.  For  example  ex-factory 
prices  of  textiles  fell  by  30  per  cent,  and  of  sheet  glass 
by  13  per  cent,  while  prices  of  construction  materials 
rose  by  1 1  per  cent,  non-ferrous  metal  goods  by  12  per 
cent  and  manufactured  foods  by  1 5  per  cent. 

As  has  already  been  noted,  the  turnover  tax  also 
changed  its  nature,  becoming  an  excise  tax  used  by 
the  Federal  Government  throughout  the  period  since 
1952  to  influence  retail  prices  and  no  longer  the 
major  source  of  investment  finance  and  budget 
revenues.  At  the  present  time  it  is  imposed  on  all 
manufactured  consumers’  goods,  and  at  high  rates 
on  a  number  of  “  luxury  ”  articles  or  others  for  which 
social  or  health  considerations  are  considered  to 
justify  a  deliberate  restriction  of  consumption.  But 
its  main  purpose  is  to  limit  home  demand  for  con- 
'sumers’  goods  with  a  particularly  high  import  content, 
or  for  commodities  regarded  as  especially  desirable 
exports.*®  Foodstuffs  and  most  producers’  goods 
are  exempt  from  this  tax. 

Price  ceilings  on  a  number  of  goods  have  been 
imposed  for  varying  periods,  sometimes  in  combina¬ 
tion  with  turnover  taxes  and  with  the  aim  of  thus 
forcing  producers  to  seek  export  markets,  while  in 
other  cases  the  object  has  been  to  limit  monopoly 
profits  or  to  suppress  the  symptoms  of  shortages. 
To-day,  some  grades  of  coal,  lead,  copper,  aluminium 
and  certain  ferrous  metal  products  are  subject  to  price 
ceilings.  Retail  prices  in  state  shops  are  centrally 
fixed  for  sugar  and  tobacco  (and  bakers’  margins  for 
bread),  as  are  prices  of  electricity  and  kerosene. 

No  statistical  measurement  of  the  1952  price-rise  exists  but 
it  carried  both  prices  and  incomes  to  a  completely  new  level. 
One  indication  of  the  magnitude  of  the  change  is  the  rise  in 
national  income  at  current  prices  from  230  billion  dinars  in 
1951  to  850  billion  in  1952. 

"Thus,  for  example,  cotton  yam  and  cloth  bear  taxes  of 
40  per  cent  or  more,  woollen  cloth  30  per  cent  and  tobacco 
56  per  cent,  while  ferrous  metal  products  are  taxed  at  rates 
between  9  and  25  per  cent,  copper  at  36  per  cent,  lead  at  20  per 
cent,  sawn-wood  at  25  per  cent. 


Table  2 

Index  numbers  of  prices 

(1952  =  100) 


1953 

1954 

1955 

1956 

1957 

Ex-factory  prices  of  industrial 

goods  . 

99 

101 

106 

109 

108 

Producers’  prices  of  agricultural 

products  “ . 

109 

121 

137 

143 

157 

Retail  prices: 

All  commodities . 

109 

106 

120 

125 

126 

Industrial  goods  * . 

96 

94 

100 

103 

103 

Food . 

107 

107 

127 

135 

138 

Services . 

118 

134 

151 

164 

174 

Cost  of  living . 

105 

102 

116 

122 

124 

Sources :  Statistical  yearbooks  and  monthly  bulletins. 

^  Farm  sales  to  state  or  co-operative  purchasing  agencies  only. 

Including  building  materials  and  some  farm  equipment,  etc.  sold  by  retailers. 


Demand  pressures  increased  during  1954-1956, 
at  the  same  time  as  the  change  from  a  fiscal  system 
based  mainly  on  discriminatory  taxation  of  wage-bills 
to  one  based  on  profits  tax  created  conditions  in 
which  considerable  further  changes  in  the  industrial 
price  structure  could  in  any  case  have  been  expected. 
Moreover,  a  bad  harvest  in  1954,  combined  with  a 
deliberate  policy  of  supporting  farm  incomes  in  the 
interest  of  a  long-term  growth  of  production,  had 
helped  to  sustain  a  continuous  rise  of  food  prices.*® 
However,  no  major  extension  of  price  controls 
occurred  until  1958. 

Urban  local  authorities  have  had  discretion  since 
early  1958  to  freeze  prices  in  state  shops  of  some  foods 
where  “  scarcity  ”  profits  are  being  made.  But 
potentially  more  important  is  the  regulation,  also 
introduced  at  the  beginning  of  this  year,  requiring 
intended  price  changes  for  some  fifty  to  sixty  com¬ 
modities  to  be  reported  to  trade  associations  and 
thence  to  the  central  authorities.*^  It  was  stated  that 
where  price  rises  were  required  to  meet  unavoidable 
increases  in  costs  the  authorities  would  generally 
either  approve  or  take  some  action,  such  as  reduction 
of  turnover  tax,  which  could  enable  the  enterprise(s) 
concerned  to  dispense  with  the  intended  increase. 
Alternatively,  the  authorities  might  take  other  steps 
(e.g.,  by  releasing  stocks  or  increasing  imports)  to 
bring  demand  and  supply  into  balance  without  any 
price  rise  or  they  might  simply  impose  a  price  ceiling. 


"  Farm  price  policy  is  discussed  in  Section  3  below. 

This  is  more  far  reaching  than  it  sounds,  since  the  fifty  to 
sixty  commodities  include  so  .Tie  which  are  in  fact  product- 
groups —  e.g.,  domestic  appliances. 
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This  provision  is  reinforced  by  the  rights  given  to 
the  communes  this  year  to  insist  that  any  increments 
of  enterprises’  profits  due  to  inflationary  price  in¬ 
creases  must  be  allocated  to  purposes  other  than  dis¬ 
tribution  to  their  workers.  It  seems  a  little  doubtful, 
however,  whether  local  authorities  will  be  very 
interested  in  using  these  powers,  unless  public  objec¬ 
tion  to  price  rises  is  very  vocal,  since  their  tax  revenues 
depend  largely  on  the  profits  of  enterprises  on  their 
territories. 

Little  information  is  available  on  the  extent  to 
which  these  more  general  powers  of  price  control  by 
the  central  or  local  authorities  have  been  used;  but 
their  existence  must  have  some  restraining  effect  on 
enterprises.  Prices  in  most  sectors  of  industry  have 
in  fact  remained  rather  stable  during  1957/58,  but 
there  have  been  some  price  rises  also  (e.g.,  prices  of 
construction  materials  are  now  9  per  cent  above  the 
1957  average;  coal  is  up  by  7  per  cent;  and  selling 
prices  in  the  metal-using  industries  by  6  per  cent). 

Foreign  Trade 

As  will  be  apparent  from  what  has  been  said  above, 
in  1950  Yugoslavia  was  like  all  eastern  European 
countries  in  having  a  domestic  price  and  cost  structure 
completely  out  of  line  with  external  prices.  The 
devaluation  of  the  dinar  to  one-sixth  of  its  former 
value  did  little  to  correct  this,  and  an  extremely 
complicated  system  of  import  levies  and  export 
bounties  was  instituted  when  the  foreign  trade  mono¬ 
poly  was  ended  in  1951.  Within  this  framework, 
importing  enterprises  were  free  to  bid  against  each 
other  for  foreign  exchange,  while  exporting  enterprises 
were  permitted  to  retain  some  part  of  their  foreign 
exchange  earnings  to  meet  their  own  import  needs 
or  to  sell  in  the  free  market,  in  which  the  National 
Bank  itself  operated. 

In  subsequent  years,  and  particularly  since  1955, 
the  system  has  been  modified  so  as  to  reduce  the 
multiplicity  of  effective  exchange  rates  and  to  rein¬ 
force  central  influence  over  the  import  pattern. 

The  Planning  Institute  and  other  interested  autho¬ 
rities  now  determine  a  fairly  detailed  sector-allocation 
of  the  anticipated  foreign  exchange  available  for 
imports  —  this  allocation  naturally  being  related  to 
the  output  and  employment  patterns  of  the  annual 
Plan.  It  is  not,  however,  a  commodity  import  pro¬ 
gramme  but,  on  the  contrary,  the  foreign  exchange 
allocation  to,  say,  the  clothing  industry  can  be  used 
for  anything  from  cotton  cloth  to  fancy  buttons,  or 


Inflationary  ”  price  increases  are  not  precisely  defined; 
but  the  intention  seems  to  be  that  any  rise  in  prices  not  justified 
by  cost  increases  (the  definition  of  costs  including  turnover 
tax  and,  presumably,  any  permitted  rise  in  tariff-wages  and 
approved  premia)  should  be  regarded  as  “  inflationary  ”. 


even  for  door  handles  for  a  clothing  factory.  It 
cannot,  however,  be  spent  on  imported  capital 
equipment,  for  which  foreign  exchange  is  allocated 
(in  consultation  with  the  Investment  Bank)  individually 
to  each  investor.  Motor-cars  are  the  only  other 
product  subject  to  individual  import  licensing.®® 

The  amounts  of  foreign  currency  (differentiated  by 
groups  of  countries)  available  for  each  branch  are 
announced  from  time  to  time  by  the  National  Bank 
to  the  appropriate  trade  associations.®*  Normally 
agreement  is  reached  among  the  members  of  the 
association  on  the  distribution  of  their  foreign  ex¬ 
change  quota;  but  if  agreement  is  not  unanimous,  the 
quota  is  put  up  for  auction  among  the  members. 
A  small  quota  of  currency,  for  which  any  enterprise 
may  bid,  is  available  outside  the  main  allocation 
system;  and  this  allows  urgent  or  unexpected  needs 
for  small  quantities  of  imports  to  be  met  —  at  a  high 
price  —  without  waiting  for  completion  of  the  normal 
process  of  negotiation  in  the  trade  association.  It 
might  be  thought  that  such  a  method  of  allocation 
would  tend  to  favour  the  larger  enterprises.  But  the 
fact  that  each  member  of  the  trade  association  has 
the  possibility  of  vetoing  a  distribution  which  it 
dislikes,  and  thus  putting  other  members  to  the  irrita¬ 
tion  and  expense  of  an  auction,  must  be  some  protec¬ 
tion  against  discrimination. 

At  the  present  time  the  foreign  exchange  proceeds 
of  exports  are  bought  by  the  National  Bank  at  a  rate 
of  $1  =  632  dinars  (the  official  rate  is  $1  =  300 
dinars),  subject  to  a  5  per  cent  discount  on  the  resulting 
dollar  cross-rate  for  eastern  European  currencies 
(other  than  the  rouble),  discounts  of  36  per  cent 
on  Egyptian  pounds  and  of  40  per  cent  on  Turkish 
pounds.  Importers  buy  foreign  exchange  from  the 
Bank  (against  the  necessary  documents)  at  a  price 
about  50  dinars  lower  and  subject  to  similar  regional 
differentials.  This  represents  a  considerable  simplifica¬ 
tion  of  the  earlier  system  of  14  disparity  rates;  and 
the  multiplicity  of  commodity-wise  import  levies  and 
export  bounties  inherited  from  the  early  post-war 
years  has  likewise  been  greatly  simplified.  Today  14 
different  “  coefficients  ”  are  applied  to  exports,  as 
compared  with  more  than  1 50  only  three  years  ago.®® 
Thus  the  Yugoslav  foreign  exchange  system  combines 
both  broken  cross-rates  and  multiple  exchange  rates, 
though  the  former  element  is  now  relatively  restricted. 


“  Export  prohibitions  or  restrictions  are  likewise  few,  and 
normally  imposed  only  temporarily  to  relieve  pressure  on  the 
domestic  market.  This  year,  for  example,  wheat  exports  are 
prohibited  and  exports  of  some  twenty  to  thirty  other  com¬ 
modities  subject  to  quantitative  limits. 

“  Including,  for  fully  manufactured  consumers’  goods,  the 
appropriate  associations  of  wholesale-trade  organizations. 

*®  The  “  coefficients  ”  are  in  the  form  of  percentage  excesses 
over  the  so-called  “  calculable-dollar  ”  rate  of  632  dinars,  to  be 
paid  in  respect  of  particular  categories  of  imports  or  received 
when  surrendering  the  proceeds  of  stated  groups  of  exports. 


The  present  complex  of  multiple  exchange  rates  is 
not  even  claimed  to  be  particularly  logical  or  economi¬ 
cally  satisfactory.  It  is  essentially  the  result  of  a  gradual 
simplification  of  the  former  fantastically  complicated 
system,  which  seems  to  have  been  based  on  the  prin¬ 
ciple  of  more  or  less  equalizing  domestic  and  external 
prices  in  every  branch  of  production  where  trade  was 
conceivably  possible;  and  it  is  admittedly  still  prone 
to  encourage  a  faster  relative  expansion  of  output 
and  exports  in  some  branches  than  comparative-cost 
principles  —  even  when  reasonably  modified  by  “  in¬ 
fant  industry  ”  considerations  —  would  justify.  While 
not  showing  excessive  devotion  to  free-trade  principles, 
the  Yugoslav  planners  hope  gradually  to  simplify  the 
system  further  —  to  the  point  where  a  customs 
tariff  (still  to  be  designed)  and  a  unitary  exchange 
rate,  combined  as  necessary  with  import  allocation, 
can  achieve  as  much  regulation  of  foreign  trade  as  is 


deemed  desirable.  There  is  little  expectation,  however, 
that  this  goal  will  be  reached  in  the  near  future. 

Within  the  framework  of  central  influence  and 
regulations  just  described,  any  enterprise  in  Yugo-  f 
lavia  is  free,  subject  to  certain  conditions,  to  engage 
in  import  or  export  trade  (or  both)  as  either  its  main 
or  its  subsidiary  business.  As  a  minimum,  it  must 
convince  the  registration  authority  that  it  is  technically 
equipped  and  staffed  for  such  activity,  and  it  must 
show  adequate  financial  resources,  some  of  which 
must  be  deposited  with  the  National  Bank  as  a  reserve 
against  possible  default.  The  Federal  Committee  for 
Foreign  Trade  has  the  final  power  to  refuse  registra¬ 
tion  as  a  trading  enterprise  on  the  grounds  that  new 
entrants  into  a  particular  branch  of  trade  are  not 
“  economically  ”  desirable,  but  seems  in  fact  to  have 
been  fairly  reluctant  to  let  monopolies  grow  up  in 
this  field. 


3.  Management  at  the  Enterprise  and  Intermediate  Levels  and  the  Organization  of  Agriculture 


The  Socialist  Enterprise 

Within  the  framework  of  taxation,  partial  price 
control,  foreign  exchange  regulations  and  import 
control  described  in  the  preceeding  section,  the 
Yugoslav  enterprise  is  now  free  to  decide  what  and 
how  much  to  produce;  to  buy  supplies  freely;  to  sell 
to  another  producer,  to  a  wholesale  or  retail  trader 
at  home  or  abroad  or  to  the  final  consumer,  and  to 
distribute  its  net  profit. 

In  each  such  enterprise  —  whether  engaged  in 
production,  trade  or  provision  of  service  or  a  state 
farm  —  responsibiUty  rests  with  the  workers’  council 
of  anything  from  15  to  120  members.®®  The  council 
elects  an  executive  board,  of  which  the  enterprise- 
director  is  an  ex  officio  member,  but  on  which  no 
other  member  may  serve  for  more  than  two  consecu¬ 
tive  years.  It  also  has  the  right,  in  conjunction  with  the 
authorities  of  the  local  commune,  to  appoint  and  to 
dismiss  the  director.  The  executive  board  is  effectively 
the  directorate  of  the  enterprise:  where  the  real 
authority  lies  —  whether  with  the  board  or  the 
director  —  naturally  depends  upon  the  personalities 
involved.  The  director  is  the  servant  of  the  workers’ 
council  in  most  matters,  but  has  the  duty  to  disregard 
a  decision  of  the  council  if  it  contravenes  the  law. 

There  seems  to  be  a  consensus  of  opinion  in  Yugo- 


In  sm£ll  enterprises  of  less  than  30  workers  the  whole 
personnel  forms  the  workers’  council.  Elsewhere  candidates 
are  elected  by  secret  ballot  from  lists  submitted  by  the  trade 
union  organization  of  the  enterprise  and  from  any  list  that 
may  be  put  forward  by  a  stated  number  of  workers.  In  large 
enterprises  subordinate  workers’  councils  may  exist  for  individual 
departments  or,  for  example,  for  a  retail  shop  owned  by  a 
factory. 


slavia  that  most  workers’  councils  and  their  executive 
boards  by  now  show  a  fair  sense  of  responsibility  in 
performing  their  functions.  Experience  varies  from 
one  enterprise  to  another;  but  it  seems  that,  in  general, 
interference  with  the  day-to-day  running  of  the 
enterprise  by  the  director,  and  with  the  more  compli¬ 
cated  technical  issues,  is  kept  within  reasonable 
bounds.®’  Moreover,  as  the  advertisements  in  Yugo¬ 
slav  newspapers  demonstrate,  workers’  councils  have 
shown  themselves  increasingly  interested  in  recruiting 
qualified  and  able  people  as  directors,  accountants, 
technicians  etc.  The  quality  of  management  is  reported 
noticeably  to  have  improved  and,  as  was  noted  in 
Section  2  above,  there  is  evidence  that  competition 
for  highly  qualified  and  successful  managers  and  other 
senior  employees  has  tended  to  widen  the  range  of 
personal  incomes  in  recent  years. 

In  1958  the  average  basic  wage  in  the  highest  of 
four  skill-categories  of  workers  is  estimated  to  be 
280  per  cent  of  the  average  for  unskilled  workers; 
and  among  employees  (i.e.  “  white-collar  ”  workers) 
the  corresponding  range  is  400  per  cent.®®  The  range 
of  real  basic  wages  has  widened  during  recent  years, 
as  can  be  seen  from  the  figures  given  below.  Family 
allowances  have  tended  to  lessen  the  disparities;  but 
if  distributed  profits  and  premia  could  also  be  taken 
into  account  it  is  certain  that  the  contrasts  between 
the  rates  of  increase  in  the  different  categories  would 
be  greater.  It  is  noticeable  that  the  most  rapid  rise 


*’  Such  self-abnegation  on  the  part  of  the  members  of  workers’ 
councils  is  no  doubt  encouraged  by  the  fact  that,  at  least  for 
piece-workers,  time  devoted  to  the  council’s  business  involves 
either  trenching  on  leisure  or  loss  of  earnings. 

*•  Ekonomska  Politika,  8  November  1958. 


in  incomes  has  occurred  in  the  group  of  highly 
qualified  employees,  which  includes  most  enterprise 
directors,  engineers,  etc.®* 

Real  per  capita  basic  wages  in  industry  and  mining  1957 
(1954  =100) 

Excluding  Including 

family  allowances  family  allowances 


Workers 

Employees 

Workers 

Employees 

Unskilled  .  .  .  . 

.  .  106.5 

103.5 

99.5 

97.5 

Semi-skilled  .  .  . 

.  106.5 

104.5 

99.5 

98.5 

Skilled . 

.  106.5 

117.0 

102.5 

108.3 

Highly  skilled  .  . 

,  .  117.1 

130.7 

109.4 

120.5 

The  workers’  councils  and  their  executive  boards 
show  a  considerable  interest  in  the  wider  issues  of 
policy,  such  as  the  choice  of  output  pattern  or  alloca¬ 
tion  of  net  profit;  and  again  some  of  the  difficulties 
that  might  have  been  expected  to  arise  seem  in  fact 
to  have  been  avoided.  There  has,  for  instance,  been 
no  apparent  disposition  so  far  this  year  to  use  the 
increased  freedom  to  distribute  net  profit  so  as  to 
switch  resources  away  from  productive  investment 
and  towards  personal  incomes  or  social  consumption. 
Similarly,  it  might  have  been  expected  that,  even  if 
workers’  councils  were  sufficiently  far-sighted  to  believe 
in  investment,  they  would  nevertheless  have  a  strong 
bias  in  favour  of  modernizing  equipment  and  increas¬ 
ing  the  per  capita  stock  of  capital  in  the  enterprise  in 
preference  to  investment  which  provides  extra  employ¬ 
ment  opportunities.  However,  it  is  stated  that  no 
significant  bias  of  this  kind  has  been  apparent  and 
that  workers’  councils  are  “  employment-minded  ”. 

It  is,  of  course,  impossible  for  the  outside  observer 
to  judge  how  far  the  influence  of  the  local  organiza¬ 
tions  of  the  League  of  Communists  of  Yugoslavia,  or 
of  the  trade  union  organizations,  tend  to  reinforce 
that  of  the  tax  and  other  “  instruments  ”  in  support 
of  conformity  with  official  policies.  Moreover,  the 
fact  that  freedoms  introduced  by  recent  legislation  can, 
by  the  same  process,  be  withdrawn  if  they  are  abused 
induces  moderation.  But  the  reality  of  the  ultimate 
rights  of  workers’  councils  to  take  decisions  running 
counter  to  official  preferences  has,  nevertheless,  been 
demonstrated.^® 

See  H.  Haas  “  La  Population  et  le  developpement  &ono- 
mique  ”,  a  paper  presented  to  the  Cycle  d'Etudes  demographiques 
pour  les  Pays  d' Europe  meridionale,  Athens,  15-26  September 
1958.  The  implied  reduction  between  1954  and  1957  in  receipts 
of  family  allowances  by  the  lowest  paid  workers  and  employees 
probably  reflects  the  change  in  social  security  regulations,  by 
which  industrial  workers  with  an  additional  source  of  income 
from  agriculture  ceased  to  be  eligible  for  family  allowances  at 
the  full  rate.  Most  of  these  peasant-workers  would  be  in  un¬ 
skilled  or  semi-skilled  employment. 

E.g.,  by  a  workers’  council  which  this  year  changed  the 
draft  plan  submitted  to  it  by  the  director  so  as  to  eliminate  any 
allocation  of  net  profit  to  housing,  and  correspondingly  to 
increase  the  suggested  distribution  to  the  workers,  on  the  grounds 
that  the  houses  built  last  year  had  all  been  allocated  to  new 
recruits  to  the  enterprise  and  to  technical  staff  and  had  not 
benefited  the  existing  rank-and-file  workers. 


L 


The  Trade  Associations  and  Economic  Chambers 

Membership  of  a  trade  association  is  not  obligatory 
for  any  enterprise,  though  membership  of  the  appro¬ 
priate  economic  chamber  is;  but  in  fact  member¬ 
ship  of  trade  associations  is  practically  universal. 
They  provide  a  forum  for  discussion  on  wages  ques¬ 
tions,  for  negotiations  to  share  out  scarce  materials 
or  foreign  exchange  for  imports  or  to  plan  lines  of 
specialization  and  for  discussion  of  other  matters  of 
common  interest;  they  may  also  undertake  market 
research  or  work  on  technical  problems  for  their 
members.  Moreover,  the  opinion  of  the  appropriate 
trade  association  is  part  of  the  documentation  required 
in  support  of  an  application  for  credit  from  the 
Investment  Bank.  In  general  they  protect  the  interests 
of  their  members  and  tend  both  to  help  to  keep  alive 
existing  enterprises  which  may  be  in  difficulties  (e.g. 
by  supporting  applications  for  credit  on  easier  than 
normal  terms  or  by  agreeing  on  some  limitation  of 
competition)  and  to  oppose  new  entrants  to  their 
industries.  There  are  25  such  associations  in  the 
industrial  sector;  their  permanent  staffs  are  kept  very 
small  and  most  of  their  work  is  done  by  committees 
of  their  members,  who  are  drawn  from  the  staff  of 
industrial  enterprises. 

Economic  chambers  exist  for  industry,  foreign 
trade,  agriculture,  domestic  trade  and  catering,  and 
for  handicrafts.  The  first  two  are  organized  on  a 
country-wide  basis  (i.e.  the  Chamber  for  Industry 
unites  country-wide  industrial  trade  associations  and 
individual  enterprises  in  a  single  federal  organization) 
while  the  others  are  associations  of  subsidiary  regional 
organizations.  They  came  into  existence  in  their 
present  form  mainly  as  a  result  of  the  abolition  of  the 
industrial  ministries,  and  the  Chamber  for  Industry, 
for  example,  formally  has  a  dual  legal  obligation  —  to 
the  Government  and  to  its  members. 

The  organization  of  the  Chamber  for  Industry  is 
illustrated  in  Chart  1,  and  well  exemplifies  the  Yugo¬ 
slav  devotion  to  the  principle  of  self-government  in 
economic  life  rather  than  government  by  “  bureau¬ 
crats  The  Executive  Board  comprises  60  persons, 
elected  by  members  of  the  Chamber.  Members  of  the 
National  Assembly  and  representatives  of  the  trade 
unions,  the  State  Secretariats,  the  Investment  Bank 
and  various  other  bodies  comprise  one-fifth  of  the 
membership  of  the  Board  and  the  remainder  are 
representatives  of  enterprises  or  of  trade  associations. 
The  secretariat  of  the  Chamber  is  composed  of  salaried 
officials  (about  70  in  number)  who  service  its  various 
committees;  and  the  permanent  staffs  of  all  the 
economic  chambers  and  trade  associations  in  the 
country  number  only  450  persons. 

As  part  of  its  function  as  a  “  bridge  ”  between  the 
central  organs  of  government  and  the  industrial 


Source :  Bitten,  Savezna  Industriska  Komora,  No.  28*29,  July  1958. 


enterprises,  the  Chamber  is  consulted  on  the  composi¬ 
tion  of  the  Federal  Plan;  and  in  any  matters  of  vital 
concern  to  industry,  such  as  investment  plans  or 
foreign  exchange  allocations,  it  may  insist  on  any 
dispute  with  the  State  Secretariats  or  the  Planning 
Institute  being  submitted  to  the  ministerial  Economic 
Committee.  Conversely,  the  Chamber  has  the  duty 
to  supervise,  in  the  interests  of  the  Government,  the 
activities  of  its  member  associations  and  enterprises 
and  to  recommend  any  necessary  state  action  to  check 
monopolistic  tendencies,  relieve  incipient  shortages 
or  check  their  potential  impact  on  prices,  etc.  There 
is  no  objection  in  principle  to  enterprises  making 
long-term  contracts  with  their  suppliers  or  customers, 
or  to  their  entering  into  joint  purchasing  or  selling 


arrangements,*^  but  these  have  to  be  reported  to  the 
Chamber  and  may  be  disallowed  if  monopolistic 
tendencies  are  apparent. 

The  Republics  and  Communes 

The  communes  have  suffered  some  curtailment  of 
their  taxation  powers  in  recent  years,  as  was  noted 
in  the  preceding  section,  but  they  and  the  republics 
remain  an  important  element  in  the  economic  organiza¬ 
tion.  The  communes  have  certain  price  and  wage-regu¬ 
lating  functions,  as  has  been  mentioned,  and  they  also 

“  For  example,  1 1  textile  enterprises  in  Parac^in  —  employing 
between  6,000  and  7,000  workers  —  have  set  up  a  common 
agency  to  buy  their  materials  and  to  sell  their  products  in 
foreign  markets. 


have  the  duty  of  supervising  the  adherence  of  local 
enterprises  to  financial  and  social  laws  and  regulations. 
Like  the  republics,  they  have  rights  to  undertake 
investment  from  their  own  resources,  federal  grants 
or  bank  credit;  and  republics  and  communes  are,  in 
fact,  the  authorities  mainly  responsible  for  setting  up 
new  enterprises.  This  is  done  by  appointing  a  tempo¬ 
rary  commission  to  construct  the  plant  and  recruit 
staff;  but  as  soon  as  the  plant  is  in  operation  its  own 
workers’  council  takes  over.  Thus  the  interests  of  the 
regional  and  local  authorities  in  expanding  employ¬ 
ment  tend  to  counter  the  natural  distaste  of  each 
enterprise  or  trade  association  for  the  entrance  of 
competitors  into  its  field  and  to  limit  monopolistic 
tendencies.  In  addition,  the  communes  are  responsible 
for  most  investment  in  urban  housing  and  for  nearly 
all  investment  in  services. 

Any  producing  enterprise  is  permitted  to  operate 
its  own  retail  trade  outlets  as  subsidiaries,  but  requires 
licences  from  the  communes  where  they  are  located 
as,  indeed,  do  any  other  shops.  The  communes  have 
the  right  not  only  to  license,  but  also  to  tax,  at  their 
discretion,  all  private  handicraft,  trading,  catering 
and  other  service  establishments.  Their  policies  in 
this  respect  vary,  and  some  are  more  ready  than 
others  to  permit  this  type  of  competition  with  the 
socialist  sector. 

Agriculture 

The  present  organization  of  agriculture  is  regarded 
by  the  Yugoslav  authorities  as  a  transitional  stage  on 
the  way  to  the  eventual  goal  of  a  co-operative  farming 
system  —  but  as  a  transition  that  is  likely  to  be  of 
long  duration. 

The  drive  for  collectivization  was  actually  intensi¬ 
fied  immediately  after  the  break  with  the  Soviet  Union, 
and  by  the  end  of  1952  about  25  per  cent  of  the  total 
cultivable  area  of  the  country  was  under  collective 
and  state  farms.  Some  liberalization  of  farm  policy 
in  other  respects  had,  however,  already  begun  with  the 
abandonment  of  sowing  plans  and  compulsory 
deliveries  in  1951;  and  two  years  later  permission  was 
given  for  members  to  withdraw  their  land  from  co¬ 
operatives  —  or  for  the  co-operatives  to  be  completely 
wound  up  by  majority  consent  —  after  the  1953 
harvest.  This  move  was  motivated  both  by  recognition 
of  the  contradiction  between  coercive  policies  in 
agriculture  and  the  extension  of  individual  respon¬ 
sibility  in  other  fields  and  by  the  poor  performance  of 
many  co-operative  farms  —  due  both  to  the  unpopu¬ 
larity  of  the  system  and  to  lack  of  the  equipment  that 
would  have  permitted  realization  of  the  potential 
economies  of  large-scale  farming.  The  consequence 
was  a  massive  withdrawal  from  collective  farms  so 
that  their  share,  with  the  state  farms,  in  the  total 
cultivable  area  was  reduced  to  9  per  cent  in  1954  and 


is  only  8  per  cent  to-day.  However,  there  was  an 
outcry  from  former  landless  peasants  who  had 
benefited  from  collectivization  and,  in  response,  the 
Government  again  reduced  the  maximum  permitted 
size  of  a  private  farm  from  35  hectares  to  10  hectares, 
with  the  minor  exceptions  already  noted  in  Section  1 
above.  The  land  thus  forfeited  was  made  available 
for  collective  or  state  farming  and,  incidentally,  the 
last  of  the  big  private  farms  —  whose  owners  were 
likely  to  be  particularly  unsympathetic  towards  co¬ 
operative  farming  —  were  eliminated. 

Subsequent  agricultural  policy,  designed  both  to 
raise  output  and  to  create  conditions  for  a  later  trans¬ 
formation  to  larger-scale  co-operative  farming,  has 
had  three  main  elements.  The  first  has  been  a  continu¬ 
ing  improvement  of  the  terms  of  trade  of  agriculture. 
The  abolition  of  compulsory  deliveries  brought  about 
an  initial  rise  in  farm  prices,  since  sustained  by  guaran¬ 
teed  minimum  prices  for  most  cereals  and  meat.  The 
guarantees  are  implemented  by  the  state  purchasing 
organizations  which  accept  at  these  prices  all  relevant 
produce  offered  by  state  and  collective  farms,  and  from 
individual  peasants  any  quantities  for  which  they  are 
prepared  to  contract  in  advance.  The  number  of 
state  agencies  permitted  to  buy  foodstuffs  from 
farmers  —  and  competition  between  them  —  is  deli¬ 
berately  limited,  so  that  they  can  to  some  extent  also 
act  to  prevent  rises  in  farm  prices  due  to  general  or 
local  scarcities.  Moreover,  technical  crops  are  also 
largely  bought  at  prices  agreed  among  the  purchasing 
agencies  or  users.  The  prices  in  the  markets  where 
farmers  deal  directly  with  consumers  are  not,  however, 
subject  to  control;  and  these  markets  normally 
distribute  some  30  per  cent  of  all  produce  sold  off 
farms,  including  the  bulk  of  all  vegetables,  fruits  and 
animal  products. 

These  advantages  have  been  accompanied  by 
changes  in  the  methods  of  taxing  farm  incomes  which 
has  led  to  tax  being  based  on  the  inherent  qualities 
of  the  land  and,  incidentally,  has  considerably  reduced 
the  average  rate  of  tax  in  relation  to  income. 

Supplementing  such  price  and  tax  measures  is  a 
system  of  subsidized  prices  for  fertilizers,  petrol, 
heavy  machinery,  selected  seeds  and  pedigree  breeding 
stock  sold  to  farmers.  Supplies  of  fertilizers,  equip¬ 
ment  and  credit  available  to  farmers  have  also  been 
steadily  increased  and  extension  services  developed. 
Fertilizer  supplies  per  hectare  rose  from  12  to  137 
kilogrammes  between  1952  and  1957  (total  consump¬ 
tion  from  53,000  to  761,000  tons);^®  and  total  gross 
fixed  investment  in  agriculture  has  risen  from  8  per 
cent  of  total  investment  in  1952  to  15  per  cent  in 

**  With  some  monetary  compensation  to  the  former  owners. 

“  Gross  weight. 
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Table  3 

Agricultural  production 


Unit 

1952 

1953 

1954 

1955 

1956 

1957 

Wheat  .  .  . 

Thousand  tons 

1  680 

2  510 

1  380 

2  430 

1  600 

3  100 

Maize  .... 

1  470 

3  840 

3000 

3  900 

3  370 

5  660 

Sugar  beet  .  . 

512 

1  510 

1  250 

1  380 

1  130 

2  031 

Meat  “  ... 

303 

378 

401 

433 

462 

449 

Lard  .... 

65 

74 

111 

118 

114 

131 

Milk  .... 

Million  litres 

1  464 

1  696 

1  701 

1  861 

2  024 

2  309 

Eggs  .... 

Million  units 

902 

921 

1  061 

1  260 

1  477 

1  509 

Source:  Statistical  Yearbook  for  1958. 

Note.  —  1952,  1954  and  1956  were  years  of  drought, 
o  Carcase  weight. 


1957,**  or  more  than  three  and  a  half  times  in  volume. 
Investments  by  private  farmers  are  estimated  now  to 
absorb  about  16  per  cent  of  their  total  cash  expen¬ 
ditures,  whereas  even  as  recently  as  1954/55  this 
proportion  was  only  7  per  cent. 

Thirdly,  co-operation  among  farmers  has  been  con¬ 
sistently  encouraged;  and  the  bulk  of  fertilizer  supplies 
and  of  state  credit  to  agriculture,  apart  from  sums 
spent  on  major  irrigation  works  and  similar  projects,  is 
channelled  through  co-operatives.  In  addition  to  the 
working  co-operatives  with  common  ownership  of 
land  —  and  far  more  popular  than  these  —  are  a  variety 
of  other  associations  of  farmers  which  may  engage  in 
any  of  a  number  of  activities  ranging  from  common 
marketing  of  their  produce  or  purchasing  of  supplies 
to  the  operation  of  processing  plants  or  common 
ownership  of  machinery  and  agreement  on  cropping 
patterns.*®  The  common  features  of  these  co-operatives 
are  that  members  have  wide  freedom  to  determine  their 
statutes,  that  land  remains  in  individual  ownership, 
and  that  individual  members  may  withdraw  at  will  on 
reasonable  notice  being  given. 

Supplementing  the  facilities  available  to  these  so- 
called  general  co-operatives,  individual  farmers  may 
also  hire  machinery  from  working  co-operatives  or 


**  At  unsubsidized  prices  for  machinery  and  animals  the 
proportion  would  be  about  19  per  cent. 

“  In  1957  more  than  200,000  individual  farmers  (mainly  in 
the  Vojvodina  and  Serbia)  out  of  2.3  million  in  the  whole 
country,  had  some  260,000  hectares  of  land  ploughed  by  co¬ 
operatively  owned  machinery  and  more  than  half  a  million 
farmers  used  co-operative  threshing  facilities. 


state  farms,  contract  with  them  for  cultivation  of 
privately  owned  land,  use  the  facilities  of  their  research 
stations,  etc. 

Under  this  regime,  the  average  cash  income  of  farm 
households  rose  by  75  per  cent  between  1953/54  and 
1957  or  very  slightly  faster  than  the  total  cash  income 
of  the  urban  population,  while  the  general  price  level 
rose  less  for  farmers  than  for  the  population  in  general. 
As  has  already  been  mentioned,  some  of  the  increased 
income  of  the  farmers  has  been  invested,  and  per  capita 
consumption  in  real  terms  is  estimated  to  have  risen 
between  1953  and  1957  in  about  the  same  proportions 
in  farm  and  urban  households,  though  over  a  slightly 
longer  period  farm  consumption  has  almost  certainly 
risen  faster.*® 

Over-all  agricultural  output  has  risen  more  slowly 
than  farm  incorr '  —  by  some  65  per  cent  in  volume 
between  1952  and  1957  —  and  this  exaggerates  the  real 
progress,  since  1952  was  a  particularly  bad  year.  In 
1958,  also  a  drought  year,  over-all  production  is 
estimated  to  be  some  50  per  cent  above  the  1952  level. 
The  figures  in  Table  3  give  a  better  indication  of 
developments,  and  tend  to  confirm  the  impression  that 
the  gradually  increasing  efforts  to  encourage  output 
really  began  to  bear  fruit  only  recently.  However,  the 
foundation  of  confidence,  incentives  and  flow  of 
supplies  to  agriculture  that  has  now  been  laid  should 
permit  better  progress  in  future. 


Im  Population  et  le  Developpement  economique  —  Paper 
presented  by  H.  Haas  to  the  Cycle  d'Etudes  demographiques 
pour  les  pays  d' Europe  meridionale,  Athens,  15-26  September 
1958. 


4.  The  Results  of  the  System 


It  would  be  excessively  ingenuous  to  base  an  assess¬ 
ment  of  the  economic  merits  of  the  Yugoslav  system 
on  the  premise  that  its  development  is  rooted  only  in  a 
single-minded  search  by  the  central  authorities  for  the 
most  economically  efficient  form  of  organization.  The 


initial  resolve  to  decentralize  to  a  significant  extent 
decision-making  in  the  economic  and  social  fields  was 
undoubtedly  largely  motivated  by  economic  considera¬ 
tions.  But  both  the  basic  decision,  and  the  choice  of 
the  communes  and  the  workers’  councils  as  the  main 


recipients  of  the  responsibilities  relinquished  by  the  The  success  or  otherwise  of  the  new  system  is 
central  government,  could  also  serve  partially  to  impossible  to  measure  statistically;  but,  as  the  figures 

satisfy  the  non-economic  aspirations  of  a  people  in  Table  4  show,  impressive  progress  has  been  made 

traditionally  independent  and  imbued  with  strong  from  a  starting  point  at  which  conditions  were  exceed- 

local  patriotisms.  This  consideration  could  hardly  ingly  difficult.  Over  the  whole  period  1952-1957 

have  been  unimportant  to  a  government  particularly  industrial  output  practically  doubled  and  annual 

in  need  of  support  at  home  in  the  face  of  the  embarrass-  fluctuations  in  the  rate  of  growth  have  generally  been 

ing  material  and  other  consequences  of  the  enmity  of  connected  with  the  impact  of  poor  harvests  on  the 

its  former  allies.  food-processing  industries.  The  recorded  growth  of 

over-all  productivity  in  industry  has  been  fairly  high. 
Moreover,  political  and  social,  rather  than  purely  and  these  figures  do  not,  of  course,  fully  reflect  quality 

economic,  considerations  determine  the  restrictions  on  changes.  In  this  field  the  Government  has  taken 

private  enterprise  in  the  industrial  and  trade  field  and  advantage  of  the  opportunities  offered  —  through  the 

the  limit  on  the  size  of  private  farms.  In  the  former  UN  technical  assistance  facilities  and  otherwise  —  to 

case,  it  is  conceded  that  rigidity  on  the  part  of  some  send  technicians  and  others  abroad  for  study  and, 

local  authorities  in  licensing  private  enterprises  —  or  generally,  to  make  use  of  technical  developments  in 

attempts  to  extract  excessive  amounts  of  tax  from  other  countries. 

them  —  may  wastefully  restrict  small-scale  industrial  The  Yugoslav  authorities  state  that  their  normal 
or  service  activities  in  certain  areas.  In  agriculture  the  bias,  in  drawing  up  their  plans  in  the  new  conditions 

restriction  of  private  holdings  to  10  hectares  has  of  less  direct  central  influence  on  enterprise  and  local- 

undoubtedly  had  some  inhibiting  effect  on  peasant  authority  decisions,  is  to  plan  for  a  level  of  aggregate 

enterprise  and  productivity  (even  though  farms  above  demand  that  leaves  some  reserve  in  the  economy 

this  size  before  1953  were  less  than  10  per  cent  of  the  rather  than  for  one  that  involves  continuing  strain  on 

total).  Political  considerations  have  also  admittedly  resources.  Nevertheless,  “  excess  demand  ”  in  some 

continued  to  influence  some  day-to-day  decisions  by  sectors,  and  generalized  in  some  years,  has  been  a 

central  authorities  (e.g.,  the  location  of  some  centrally  feature  of  the  period,  and  alternating  good  and  bad 

financed  investment  projects),  and  the  importance  of  harvests  have  been  a  factor  tending  to  throw  out 

more  generalized  political  influence  throughout  the  the  planners’  calculations  and  produce  balance-of- 

system  is,  of  course,  difficult  to  assess.  payments  strains  or  pressure  on  the  cost  of  living. 


Table  4 

Some  indicators  of  economic  developments 

Based  on  values  in  1956  prices 

I  I 


Billions 
of  dinars 

1953 

1954 

1955 

1956 

1957 

Index  numbers:  1952 

=  100 

Gross  national  product . 

1  612 

119 

124 

135 

140 

172 

Industrial  output  “ . 

711 

110 

126 

147 

161 

190 

Output  per  worker  in  industry  .  .  . 

106 

106 

109 

113 

123 

Gross  investment  * . 

539 

156 

200 

1  of  which: 

in  fixed  capital  . 

461 

115 

120 

124 

121 

158 

Personal  consumption . 

864 

102 

110 

118 

120 

149 

Per  capita  consumption  . 

101 

107 

113 

114 

139 

Exports . 

97 

92 

115 

no 

141 

166 

1  Imports . 

142 

109 

95 

115 

127 

165 

Percentage  of  gross  national  product 

Gross  investment  * . 

33 

35 

'  of  which: 

in  fixed  capital  . 

32 

32 

30 

29 

30 

1  Personal  consumption . 

54 

55 

55 

54 

54 

Foreign  trade  deficit . 

4 

2 

3 

3 

3 

Sources:  StailslIckI  Codlsnjak,  1958,  Finemslje,  No.  1,  1958,  Vesnlkjugo-  o Calculated  on  the  basis  of  “value  added”. 

slovenske  Invesiiclone  Banke,  March  1958  (English  version),  Narodna  Banka  b  Includes  some  government  current  expenditure  in  1956  and  1957, 

FNRJ  —  Codisni  hvestaj,  1957,  Index. 
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The  share  of  fixed  investment  in  total  resources  has 
remained  consistently  high  during  1952-1957  and  both 
attention  to  capital  repairs  and  stockbuilding  have 
increased ;  and  the  maintenance  of  a  high  over-all  rate 
of  investment has  been  supplemented  by  a  certain 
redistribution,  which  is  not  adequately  revealed  by  the 
figures  in  Table  1.  In  the  early  years  of  the  new 
system  resources  were  effectively  concentrated  on  the 
completion  of  projects  already  started,  on  bottleneck 
sectors  and  on  relatively  quick-yielding  investment, 
with  export  promotion  always  having  a  fairly  strong 
priority.  The  result  has  been  an  adjustment  of  relative 
capacities  that  has  practically  eliminated  serious 
bottlenecks,  and  a  very  considerable  expansion  of 
foreign  trade  which  has  further  improved  the  flexibility 
of  the  economy. 

The  fluctuations  of  personal  consumption  to  some 
extent  reflect  harvest  variations  as  well  as  central 
policy,  and  the  big  improvements  seem  to  have 
occurred  in  1954  and  1957.  As  already  noted,  farm 
families  probably  benefited  most  over  the  whole  period 
but,  nevertheless,  the  rise  in  urban  living  standards  has 
been  marked,  part’cularly  when  it  is  remembered  that 
the  urban  population  tends  to  benefit  much  more  than 
the  rural  from  provisions  for  social  investment  and 
consumption  (which  have  been  considerable  in 
Yugoslavia  as  elsewhere).  Moreover,  it  is  generally 
conceded  —  and  is  apparent  even  to  the  casual 
observer  —  that  the  assortment  and  quality-range  of 
goods  available  to  the  consumer  has  greatly  improved 
over  the  last  five  years  and  that  “  rationing  by  the 
purse  ”  has  replaced  shop  shortages  over  by  far  the 
greater  part  of  the  field. 

It  is,  nevertheless,  reasonable  to  ask  how  far  the 
institutional  arrangements  in  themselves  have  really 
been  adapted  to  the  role  claimed  for  them  —  to  allow 
competition  and  the  price  mechanism  to  regulate  the 
detailed  distribution  of  resources  and  to  encourage 
productivity  and  economic  efficiency  generally,  within 
a  framework  of  central  planning  of  the  rate  and  broad 
pattern  of  growth. 

The  lessening  of  administrative  complexities  and  the 
linking  of  the  incomes  of  workers  in  an  enterprise  to 
its  profit  —  however  defined  or  regulated  by  central 
budgetary  and  fiscal  policy  —  have  undoubtedly 
encouraged  more  efficient  management  at  the  enter¬ 
prise  level.  The  institution  of  interest  charges  and  a 
tax  on  fixed  assets  is  generally  agreed  to  have  induced 
more  efficient  use  of  capital  and  recent  pressure  on 
enterprises  to  build  up  working  capital  funds  has 
encouraged  investment  in  stocks  and  somewhat 
increased  short-term  elasticity  of  supplies. 


In  comparing  the  ratios  shown  in  Table  4  with  those  for 
eastern  European  countries,  it  has  to  be  remembered  that  the 
prices  of  capital  goods  in  relation  to  those  of  other  commodities 
are  almost  certainly  higher  in  Yugoslavia. 


Nevertheless,  there  are  still  complaints  in  Yugoslavia 
that  the  detailed  pattern  of  production  and  imports 
adapts  itself  only  rather  slowly  to  changes  in  consu¬ 
mers’  choice,  that  productivity  in  the  factories  remains 
low  and  that  administration  in  many  communes  is 
inefficient.  It  is  hard  to  judge  how  far  such  criticisms 
are  justified.  In  present  balance-of-payments  condi¬ 
tions  it  is  to  be  expected  that  importers  of  many 
consumers’  goods  will  have  to  worry  very  little  about 
their  market,  and  in  some  lines  of  domestic  production 
(such  as  consumers’  durable  goods)  the  same  may 
well  be  true. 

The  devolution  of  responsibility  to  local  authorities 
was  a  particularly  bold  move,  given  the  shortage  of 
educated  and  experienced  people,  and  it  is  not  sur¬ 
prising  that  some  of  the  responsibilities  given  to  them 
in  the  early  stages  to  tax  and  otherwise  influence  the 
activities  of  enterprises  had  to  be  withdrawn  in  1954 
and  the  following  year.  However,  in  this  field  also, 
growing  local  experience  and  the  present  more 
judicious  delimitation  of  their  spheres  of  activity  should 
tend  to  reduce  frictions. 

So  far  as  labour  productivity  is  concerned,  it  is  clear 
that  the  central  authorities  consider  the  present 
incentives  insufficient,  despite  the  premia  and  bonus 
systems  which  already  exist,  to  encourage  the  rate  of 
growth  of  labour  productivity  that  is  technically  pos¬ 
sible.  They  would  like  to  see  personal  incomes  tied 
more  closely  to  performance,  and  are  urging  that  the 
revisions  of  wage  tariffs  now  under  way  should 
introduce  piece  rates  and  productivity  bonuses  wher¬ 
ever  possible.  Workers’  councils,  on  the  other  hand, 
seem  to  have  shown  a  marked  preference  for  very 
simple  methods  of  profit-sharing.  It  also  seems  to  be 
generally  agreed  (though  few  data  on  labour  mobility 
exist)  that  the  present  built-in  incentives  to  seek 
personal  profit  have  not  outweighed  the  feelings  of 
solidarity  that  have  grown  up  among  the  personnel 
of  enterprises  (incidentally  to  the  workers’  manage¬ 
ment  drive)  and  which  make  workers’  councils 
reluctant  to  eliminate  redundant  labour  so  long  as 
there  is  some  profit  to  distribute  and  hope  of  future 
expansion.  Moreover,  the  various  existing  limitations 
on  market  pressures  and  the  progressive  profits  tax 
tend  to  encourage  a  wasteful  use  of  labour,  at  least 
in  the  unskilled  category. 

The  play  of  competitive  forces  on  the  enterprise  is 
to  some  extent  limited  in  any  case  by  extraneous 
factors  such  as  poor  communications,  which  limit  the 
extent  to  which  Yugoslavia  can  be  regarded  as  a 
single  market.  Moreover,  national  monopolies  or 
quasi-monopolies  exist  in  some  sectors  (e.g.,  of  heavy 
industry)  and  the  status  and  functions  given  to  the 
trade  associations  seem  positively  to  invite  the  develop¬ 
ment  of  monopolistic  tendencies.  Formally  these 
associations  are  forbidden  to  fix  prices  or,  in  general 
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terms,  to  behave  as  cartels.  But  they  are  encouraged, 
or  even  required,  inter  alia,  to  allocate  available 
imports  or  scarce  materials  by  mutual  agreement,  to 
promote  specialization  in  production  and  to  advise 
on  investment  projects  in  their  fields;  and  these 
functions  must  incline  them  to  act  generally  as  mutual 
protection  societies.  The  various  price  regulation 
provisions  represent  a  deliberate  restraint  of  com¬ 
petitive  forces  by  the  central  authorities;  and  turnover 
tax  —  to  the  extent  that  it  is  used  to  adjust  demand  to 
supply  in  the  short  run  —  tends  to  delay  adjustments 
to  longer-term  market  changes.  Moreover,  such  taxa¬ 
tion  is  more  important  in  such  a  case  than  it  would 
be  in  a  capitalist  economy,  since  enterprises  can  use 
retained  profits  only  for  self-financing,^*  as  opposed 
to  financing  outside  investment.  An  increase  in  turn¬ 
over  tax  on  a  particular  article  thus  limits  the  total 
investment  in  the  production  of  that  article  that  can 
be  made  from  the  retained  profits  of  existing  enter¬ 
prises,  and  this  effect  can  be  offset  only  if  the  Invest¬ 
ment  Bank  or  local  authorities  finance  the  setting  up 
of  new  enterprises. 

The  Yugoslav  authorities  appear  to  be  conscious  of 
at  least  some  of  these  difficulties  and  to  regard  price 
control  —  by  turnover  tax  (except  for  social  etc. 
reasons)  or  other  means  —  as  essentially  a  temporary 
resort  except  where  possibilities  of  monopoly  profit 
exist.  However,  they  consider  that,  while  a  significant 
price  inflation  was  inevitable  in  past  years  as  part 
of  the  process  of  improving  the  terms  of  trade  of 
agriculture  and  adjusting  prices  to  cost  structures  in 
the  industrial  sector,  the  point  has  been  reached  where 
the  social  disadvantages  of  price  inflation  should  be 
given  more  weight.  In  particular,  they  are  conscious 
of  the  difficulty  of  preventing  price  inflation  from 
bearing  more  heavily  on  the  urban  population  than 
on  the  farmers,  who  are  considered  more  or  less  to 
have  reached  their  “  parity  ”  position  by  now;  and 
this  consideration  inhibits  a  major  reform  of  un¬ 
economic  rents,  needed,  as  in  many  other  countries, 
to  maintain  the  housing  stock. 

More  important  in  the  long  run  are,  first,  the 
difficulties  already  mentioned  that  must  arise  in 
determining  economic  criteria  for  investment  decisions 
within  that  very  wide  area  of  investment  that  can  be 
influenced  by  the  central  authorities,  and,  secondly, 
the  distortions  in  the  over-all  investment  pattern  that 
may  be  encouraged  by  the  present  exchange  rate  and 
import  control  systems.  To  some  extent,  of  course, 
these  are  problems  faced  by  any  economically  under¬ 
developed  country  trying  to  maintain  or  achieve  a 
rapid  rate  of  industrial  growth,  and  it  is  easy  to  over- 

**This  is  not  formally  so,  but  no  enterprise  would  in  fact 
invest  outside  the  recognized  limits  of  its  own  branch  of  activity, 
since  if  it  set  up  such  a  production  unit  the  latter  could  not  be 
run  as  a  subsidiary  but  would  immediately  become  independent 
under  its  own  workers’  council. 


estimate  the  influence  of  economically  rational 
criteria  on  investment  decisions  in  any  country, 
however  highly  developed.  However,  Yugoslav  prob¬ 
lems  are  complicated  by  two  features  specific  to  that 
country  —  first,  a  wage  system  which  makes  it  difficult 
logically  to  distinguish  between  wage-cost  and  profit 
and,  secondly,  inherited  malformations  of  the  cost 
and  price  structure  that  are  difficult  to  correct  quickly. 
However,  the  need,  in  the  early  years,  to  force  out 
exports  of  practically  anything  physically  available 
explains  the  relatively  slow  progress  in  dealing  with 
the  second  of  these  problems.  Correction  of  domestic 
cost  and  price  structures  and  the  simplification  of 
the  multiple  exchange  rate  system  have  now  been 
carried  some  way,  though  certainly  not  yet  far  enough; 
and  the  attempts  now  being  made  to  develop  a  cohe¬ 
rent  system  of  wage-tariffs  should  gradually  ease  the 
first  problem. 

The  readiness  of  the  Yugoslav  authorities  in  the 
last  six  years  to  experiment  with  forms  of  organiza¬ 
tion,  and  fiscal  and  other  measures  for  implementing 
central  policies  has  led,  on  the  whole,  to  a  gradual 
increase  in  the  effective  autonomy  of  the  industrial 
or  trading  enterprise  —  though  the  extension  of  price 
regulation  pari  passu  with  more  freedom  for  enter¬ 
prises  than  ever  before  in  the  post-war  period  has  been 
a  noticeable,  though  possibly  temporary,  feature  of 
developments  in  1958.  The  Yugoslav  authorities  are 
conscious  that  a  continuation  of,  however,  very  rapid 
changes  of  administrative  and  financial  details  of 
central  policy  would  add  to  the  difficulties  of  enter¬ 
prise  directors  and  workers’  councils  in  making 
rational  decisions  on  policy.  They  believe  that  the 
present  structure  of  the  system  can  now  be  stabilized 
and  that  little  more  than  changes  in  tax  rates  and 
central  credit  availabilities  will  be  needed  as  instru¬ 
ments  of  guidance  in  future. 

The  increased  powers  given  to  enterprises  this  year 
to  dispose  of  their  profits  have  not  apparently  led  to 
any  tendency  to  devote  an  excessive  share  to  increasing 
personal  incomes  —  indeed  the  proportion  allocated 
to  this  purpose  seems  to  have  fallen.  What  the  effect 
on  investment  has  been  is  not  yet  precisely  known. 
The  new  conditions  offer  the  possibility  of  a  greater 
opportunity  to  undertake  investment  which  the  enter¬ 
prise  expects  to  be  profitable  irrespective  of  the  attitude 
of  the  Investment  Bank.  On  the  other  hand,  for  any 
given  level  of  investment  by  an  enterprise,  distribu¬ 
tion  of  profit  to  its  personnel  can  be  greater  if  it 
conforms  with  the  Bank’s  views  about  priorities  than 
if  it  does  not.  Whatever  the  results  have  been,  the 
authorities  appear  to  be  sufficiently  satisfied  to  have 
announced  a  rather  less  steeply  progressive  tax  on 
enterprise  profits  in  1959,  in  a  form  which  will  tend 
both  to  leave  a  higher  proportion  at  the  disposal  of 
enterprises  and  to  give  special  benefits  to  any  enterprise 
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which  increases  its  per  capita  gross  profit  above  this 
year’s  level.  The  intention  —  linked  with  the  drive 
for  more  piece  rates  and  productivity  bonuses  in  the 
wage  system  —  is  to  assure  to  workers  a  larger  share 
than  before  of  increments  of  income  due  to  produc¬ 
tivity  increases.  In  taking  this  decision  the  Govern¬ 
ment  has  had  to  balance  the  urgent  needs  for  rising 
investment  to  provide  more  wor^ng  places  in  industry 


for  the  under-employed  agricultural  labour  force 
against  the  fact  —  apparent  in  Yugoslavia  as  in  many 
eastern  European  countries  —  that  the  growth  of 
labour  productivity  is  dependent  not  only  on  incentive 
wage-systems,  but  also  on  a  steady  rise  in  real  incomes 
and  on  the  attainment  of  a  living  standard  which 
allows  workers  to  concentrate  their  energies  on  one 
job. 
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Ryerson  Press,  299  Queen  St.  West, 
Toronto. 

CEYLON 

Loke  House  Bookshop,  Assoc.  Newspopers 
of  Ceylon,  P.O.  Box  244,  Colombo. 

CHIU 

Editoriol  del  Pociflco,  Ahumodo  57, 
Sontiogo. 

Librerio  Ivens,  Coslllo  205,  Sontiogo. 
CHINA 

The  World  Book  Co.,  Ltd.,  99  Chung 
King  Rood,  1st  Section,  Tolpeh,  Tolwon. 
The  Commercial  Press  Ltd.,  211  Honan 
Rd.,  Shonghot. 

COLOMBIA 

Librerio  AmSrico,  Medellin. 

Librerio  Buchholx  Golerio,  Bogotd. 
librerio  Nacionot  Ltdo.,  Borranqulllo. 
COSTA  RICA 

Trejos  Hermonos,  Aportodo  1313,  Son 
Jos6. 

CUBA 

lo  Ceso  Belgo,  O'Reilly  455,  lo  Hobano. 
CZECHOSLOVAKIA 

Ceskoslovensky  Spisovatel,  Ndrodni  Trldo 
9,  Proho  1. 

DENMARK 

Einor  Munksgoord,  Ltd.,  Norregode  6, 
Kobenhovn,  K. 

DOMINICAN  REPUBLIC 

Ubrerio  Domlnicono,  Mercedes  49,  Clu* 

dod  Trujillo. 

ECUADOR 

librerio  Clentiflco,  Guoyoquil  and  Quito. 
EL  SALVADOR 

Manuel  Novos  y  Clo.,  lo.  Avenido  lur 
37,  Son  Solvodor. 

ETHIOPIA 

Internotionol  Press  Agency,  P.O.  Box 
120,  Addis  Abobo. 

FINLAND 

Akoteeminen  Klrjokouppo,  2  Keskuskotu, 
Helsinki. 


FRANCE 

Editions  A.  P4done,  13,  rue  Soufflot, 
Paris  V. 

GERMANY 

R.  Eisenschmidt,  Koiserstrosse  49,  Fronk- 
furt/Moin. 

Elwert  &  Meurer,  Houptktrosse  101, 
Berlin-Schdneberg. 

Alexonder  Horn,  Sptegeigosse  9,  Wies¬ 
baden. 

W.  E.  Soorboch,  Gereonstrosse  25-29, 
Koln  (22c}. 

GREECE 

Kouffmonn  Bookshop,  28  Stodion  Street, 
Ath4nes. 

GUATEMALA 

Sociedad  EconSmIco  FInonclero,  6a  Av. 
14-33,  Guatemala  City. 

HAITI 

Librairle  ''A  lo  Caravelle",Port-ou-Prlnce. 
HONDURAS 

librerio  Ponomericono,  Tegucigolpo. 
HONG  KONG 

The  Swindon  Book  Co.,  25  Nathan  Rood, 
Kowloon. 

ICEIANO 

Bokoverziun  Sigfusor  Eymundssonor  H. 
F.,  Austurstroeti  18,  Reykjavik. 

INDIA 

Orient  longmons,  Calcutta,  Bomboy,  Ma¬ 
dras  ond  New  Delhi. 

Oxford  Book  A  Stotionery  Co.,  New 
Delhi  and  Colcutto. 

P.  Varadachory  A  Co.,  AAodros. 
INDONESIA 

Pembongunon,  ltd.,  Gunung  Sahori  84, 
Djakarta. 

IRAN 

"Gulty",  482  FerdowsI  Avenue,  Teheron. 
IRAQ 

Mockenzie's  Bookshop,  Baghdod. 
IREIAND 

Stotionery  Office,  Dublin. 

ISRAEL 

Blumstein's  Bookstores  Ltd.,  35  Allenby 
Rood,  Tet-Aviv. 

ITALY 

Librerio  CommIssionoria  Sonsonl,  Vlo 
GIno  Capponi  26,  Firenze  and  Rome. 
JAPAN 

Moruzen  Company,  Ltd.,  6  Tori-NIchome, 
Nihonboshl,  Tokyo. 

JORDAN 

Joseph  I.  Bohous  A  Co.,  Dor-Ul-Kutub, 
Box  66,  Amman. 

KOREA 

Eul-Yoo  Publishing  Co.  ltd..  5,  2-KA, 
Chongno,  Seoul. 

LEBANON 

Librairle  Unlverselle,  Beyrouth. 

LIBERIA 

J.  Momolu  Kamoro,  Monrovto. 
LUXEMBOURG 

Librairle  J.  Schummer,  Luxembourg. 
MEXICO 

Editorial  Hermes  S.A.,  Ignoclo  Morlscol 
41,  Mexico,  D.P, 

NHHERLANDS 

N.V.  Mortinus  Nijhoff,  Lange  Voorhout 
9,  's-Grovenhoge. 

NEW  ZEALAND 

United  Notions  Association  of  New  Zeo- 
land,  C.P.O.  1011,  Wellington. 


NORWAY 

Johan  Grundt  Tonum  Forlog,  Kr.  Au- 
gustsgt.  7A,  Oslo. 

PAKISTAN 

The  Pakiston  Co-operotlve  Book  Society, 
Dacco,  East  Poklstan. 

Publishers  United  Ltd.,  Lohore. 

Thomas  A  Thomos,  Korochl,  3. 

PANAMA 

Jose  Men4ndez,  Plaza  de  Arongo,  Port- 
PARAGUAY 

Agencio  de  Librerlos  de  Solvodor  Nizzo, 
Colle  Pte.  Franco  No.  39-43,  AsuncI6n. 
PERU 

Librerio  Internocionol  del  Peru,  S.A., 
Lima  ond  Arequipo. 

PHILIPPINES 

Alemar't  Book  Store,  749  Rizol  Avenue, 
Manila. 

PORTUGAL 

livrario  Rodrigues,  186  Ruo  Aureo,  Lis¬ 
boa. 

SINGAPORE 

The  City  Book  Store,  ltd.,  Collyer  Quay. 
SPAIN 

Librerio  BoKh,  11  Rondo  Universldod, 
Barcelona. 

librerio  Mundl-Prenso,  LogoKo  38,  Mo- 
drid. 

SWEDEN 

C.  E.  Fritze's  Kungl.  Hovbokhondel  A-B, 
Fredsgotan  2,  Stockholm. 

SWITZERLAND 

librairle  Payot  S.A.,  lousonne,  GenBve. 
Hons  Rounhordt,  Kirchgosse  17,  Zurich  1. 
THAIUND 

Promuan  Mit  Ltd.,  55  Chokrowot  Rood, 
Wat  Tuk,  Bangkok, 

TURKEY 

Llbroirie  Hachette,  469  Istiklal  Coddest, 
Beyoglu,  Istanbul. 

UNION  OF  SOUTH  AFRICA 

Van  Schoik's  Bookstore  (Pty.),  Ltd.,  Box 

724,  Pretoria. 

UNITED  ARAB  REPUBLIC 

Libroirie  "Lo  Renoissonce  d'Egypte",  9 

Sh.  Adly  Pasho,  Coiro. 

Libroirie  Universelle,  Damas. 

UNITED  KINGDOM 

H.  M.  Stationery  Office,  P.O.  Box  569, 
London,  S.E.1. 

UNITED  STATES  OF  AMERICA 
Internotionol  Documents  Service,  Colum* 
bio  University  Press.  2960  Broodwoy, 
New  York  27,  N.  Y. 

URUGUAY 

Representocion  de  Editorioles,  Prof.  H. 
D'Elio,  Piazo  Cogoncho  1342-1*  Piso, 
Montevideo. 

VENEZUELA 

librerio  del  Este.  Av.  Mlmndo,  No.  52, 
Edf.  Golipdn,  Corocos. 

VIET-NAM 

Popeterie-Libroirie  Xudn  Thu,  Bolte 
Postole  283,  Solgon. 

YUGOSLAVIA 

Conkarjevo  Zolozbo,  l|ubl|ono,  Slovenia. 
Drzovno  Preduzece,  Jugoslovensko 
Knjigo,  Terazije  27/11,  Beogrod. 
Prosvjeto,  5,  Trg.  Brotstvo  I  Jedlnstvo, 
Zogreb. 


[58E2] 

Orders  and  inquiries  from  countries  where  soles  agents  hove  not  yet  been  appointed  moy  be  sent  to:  Soles  ond  Circulotion 
Section,  United  Natiens,  New  York,  U.S.A.;  or  Soles  Section,  United  Notions,  Polah  des  Notions,  Genevo,  Switzerlond. 


In  Switzerland  Price:  *  (U.S.)  0.50;  3/0  stg.;  Swiss  francs  2.-  December  1058  —  3,900 

(or  equivalent  In  other  currencies) 
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